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Toronto, Cntario, 
Thursday, August 23, 1951, 
At 10.30 o'clock a.m, 


---The further proceedings of this Committee re-convened 
pursuant to adjournment. 
---All parties present. 


---Same appearances as heretofore noted, 


THE CHATRiAN: Gentlemen, shall we proceed? 


OS... LD ELMER LENNOX, 


A witness previously heard and now recalled, who, 
having been already sworn, continues his testimony 


as follows: 


LR. JULLIFF&: Lf wonder, mr. Chairman if we 
are any further advanced to-day? JI mean, can we make 
any decision now about to-morrow or next week? I 


would suggest we fix our hours for meeting to-morrow. 


Lik. VO NER: I would suggest we meet at ten 
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o'clock to-morrow. 
THE CHAIRMAN: We might meet earlier. 


IDR. JOLLIFFE: Ten o'clock would only give 


us two hours, 
MR. DO\.NZR: Three hours, until one o'clock. 


THE CHAIRMAN: As far as I am concerned, any 
hour that is satisfactory to the Committee will be 


satisfactory to me. 
MR. HOUCK: I am satisfied also. 
MR. VILLENEUVE: And so am I. 


.R. JOLLIFFE: I hate to get Brother Downer 
up so early in the morning, but after all, he comes 


from a rural riding -- 


MR. DO'-NER: I can get up allright. I was 


thinking of the rest of the Committee. 


THE CHAIRMAN: As long as Mr. Jolliffe takes 
the responsibility for setting the time at such an 


early hour. 


MR. JOLLIFFE: At the risk of getting into 
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trouble with Brother Downer, I tiove we meet at nine 


o'clock to-morrow morning, and sit from nine to twelve. 


MR. DOWNER: I was thinking of ten to one, 
starting at nine, and sitting until twelve, is the 


same thing. 


WR. HOUCh: I will seeond that motion. 

(Motion agreed to). 

TH. CHAIR AN: With great regret, I am forced 
by a majority vote of the Committee to declare that 
the motion has been carried. 

ik. JOLLIFFE: I do not like meeting at nine 
o'clock any better than anybody else, but the diffi- 
culty is, I do not think it is very practicable to 
meet in the afternoon. 

THE CHAIRMAN: I do not think it is possible 
to-morrow, 


Next week, shall we start on Monday? 


wR. DO NER: Monday is rather a difficult day 
for two or three members of the Committee, Iweuld 
say it is very difficult for me, and very difficult 


for wr. Villeneuve. 


THE CHAIR. AN: That is the day following your 
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heavy duties, Mr. Downer? 


MR. DOWNER: There is no way down, The train 


comes down on Sunday night too early. 


wR. GRUMMETE: Have your services a little 
early, or cut them short. Give the congregation a 


"break", for once. 


uR. VILLENEUVL: I do not want todisarrange 
anything. If it is the will of the majority to meet 


on Monday, it is quite all right with me. 


MR. GRUMMETT: I was rather thinking of the 


meeting on Monday. I think we might get Friday off. 


MR. HOUCK: Without saying anything against 
the reverent gentleman (iir, Downer), I would rather 


meet on Monday, and have Friday off. 


iR, JOLLIFFE: Maybe I can bring the Reverend 


lur. Downer down. Where are you, Mr. Downer? 
MR. DO NER: At Duntroon. 
MR. JOLLIFFE: Oh, oh. 


THE CHAITRiuaAN: Shall we meet then on Monday at 


10,307 
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hike JOLLIFFL: Now, just a moment before we 
decide that, Mr. Chairman, \hat will we proceed with 


next week? I assume -- I do not know -- but I am 


assuming that iir. Lennox! evidence will be c ompleted 
to-day. Then we will have the broker-dealers! 

| representative? If we can finish with the broker- 
dealers in a day or so -- although I do not suppose 


we Will -- wnat will be the next? 


The CHATRMAN: I do not know what other 
withesses we should call in connection with the 
securities business particularly. 

As a matter of fact, I have nobody else in 
inind at the moment, unless you wish to question any 
other officials or anybody else connected with the 


business. 


PR. GRUMMETT: We might ask an investigator 
one or two questions. I would like their information. 
I know !.r. Lennox is opposed to the investigators 
being given the power of policemen, but I was wonder- 
ing what his investigators themselves think about it. 
Are there not one or two of your men, i.r. Lennox, who 


are ex-policemen? 


) THa WITNESS: Three of them are. There is no 
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question as to what their evidence will be. 
TH. CHAITHAN: If you want their evidence. 


THE VITNESS: br. Cox and Mr. Swain were on 
the Fore t Hill Police Department, and are experienced 


policemen and very experienced investigators. 


bR. GRU LTT: One would be enough, would it 


not 
WR. JOLLIFFE: I would think so. 


THE CHAIRi:AN: Have you anyone in particular 


you would like to hear, 


LR. GRUMMETT: I am not acquainted with 


therm ° 


THE CHatTRuAN: Perhaps :.r. Lennox will ask 
the one he thinks has the widest experience to be 
available, and if you want to follow anything up by 


questioning somebody else in addition, you are free 


to do that. 
THE WITNESS: One of the investigators? 


THE CHaIRiuaN: Yes. 












7 7 . 

: . sia i. a bet 

| | Esonobive Aint gp Ree % pees neds <] at 

a re iat | ve a re. aa Ne a 
: Ry, eek Me at vat ern | my 
orerive Weds saw soy EE > REAR RT 7 


on he 
F wt 
we i 
J 7 
: © 1 pine eee a 
2 Beet ee 


: 
Va : , ro As a) as weed o> 
12 @Yew Mir Bwe 44 be “OU 2 Se iT 


> 


hsousbrecnte ore hej nentraqed sotlet Btn 9.2702 eng 


viehideevnt Boors ftear® visy bas nemeoliog «. 
. r REY 





. J 4 
( 
Sacm | Ble dei? az a 
rt vit shy is 30 OLA Ris rae god FAS? Ve et poets 
x : 
~~ 
yoo 
Leo F Sew ge arg Me ae ae er ee 
~ PiwAse 5 ed a - 4th AIG 7M: Po “a a 
Fy _ - 9 f La neve 
inf ypey j ¢ ni mo Crys ve ne F ys a ‘ Ail ered ; 
? og ee 
»ysed ot sits bivow sane 
fi 
* 
. - - ve 
* , z Cm vs AAPPST. ‘ { - a7, - 
dohw Bbedgrtesvpos gon me 2°. Tete eas 
’ 4 
2 ods. 
¢ Se oa 
cs i ot 
ey ies A Varah eee eed ee 
2 ‘ ited fA ae as . 
te S « 7 





14 ae pe ON 1.07 2088 voy +h Fahy 
a * = 
7 


en inols sabe at S2ho tbodends Luk on ta stip ( 


See ay sdeele ob of 
_ 7 a . Sty L y ' 7 - 


Decry. * ? 
traavel etd to- ba : MATE * un! | 7 
bok a vane 

i : wer 
seat 2WALiATT A Og 


ne 










= 


? 
7 






= 





2760 Lennox 


THE VITNESS: Hther dir. Cox or lir. Swain. 
Incidentally, mr, Swain is away on holidays, and lur. 


Cox is the logical man. 


iuR, JOLLIFFE: Mr. Cox's name appears in a 


number of your decisions. 


THE ‘YITNESS: Yes, and i.r. Cox was present 


at the raid the other night. 


MR. HOUCh: I think we should have the ae he 
counsel of the Commission here, so we can pay our 
respects to him, for him paying his respects to us, 
and bowing to us when he arrived and departed, 

Incidentally, I see that Mr. Bigelow has 
made the statement that he will be glad to appear 


before the Committee. 


WR. GRULMETT: I did not see that. What 


paper was it in? 
MR. HOOCK: One of last night's papers. 


THE CHAIRMAN: Is the program now satisfactory, 


or have you anything else in mind? 


MR. JOLLIFFE: I think that is satisfactory. 


Although I do not think we should meet more than 





Pe ep PE ey oan a ant oD z. 
povere te OF Teh &) ” Miwon Ae got 


ce 













MELA and meee 


i 
=) 
ho 
163 
be 
2S 
at 
wv 
ead 
é 





ys cate 
‘ : _ 
‘ a 2 j ia 7 eT 
t : : PS : 
: 
{ -; nd + ; “ 
, Sint waits Wig 5 e* id 
i . 
E 
%. 
Pet = 
* 7 
cy RLS, : I we 
oe 
= Le 
. aa oa P m= a » a a " 7) 
fan Monee ti! Bae Lae 
i 
er Pee ao, 7 7 dM, Soe a ty ; 
i ¥rso ike “LO 3 urd OF #2 oage ne. : 2 
Sree 


aca Ll el levaaniant 5°) Mod 
rhe i oe oe 
A ET eT ee ae sa Rees P 

7 a cy 

sVasT LMG! Sid skeet 
N ae 


Tai $2 amw weqsq 


@ 

al’ ‘to ou9 2AadeUH. Vee 
CS = a 

aad SAAR TAR Set 





thr im vl piste Gis Bes ard ne 








2761 Lennox 


three or four days next week, 


THE CHAIRMAN: VY hatever you say. 


MR. GRUMMETT: Four @ys will be all right. 


THE CHAIRMAN: The sooner the better for me. 


There is a lot piling up. 


MR. GRUM LTT: I would judge in October we 


will have to meet nearly every week. 


MR, JOLLIFFE: And try to finish this up. 


WR. HOUCK: 'e may be busy otherwise in 


October. 


MiR. VILLENEUVE: One never knows, 
MR. HOUCK: Maybe the Chairman could enlighten 


us. 


THs CHAIRMAN: By Jove, I cannot, I cannot 
enlighten you. I cannot say anything, because I do 
not know. I have never spoken a truet' word. 


Shall we proceed now with Mr, Lennox? 


THE WITNESS: With your permission, Mr. 
Cheirman and gentlemen, I would like to clear up a 


possible misconception, whicn I think is important 
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enough to clear up. 

I made reference yesterday to certain in- 
vestigators;or an investigator -- acting on information 
supplied by a local informant. If I created the 
impression that the Canadian postal authorities acted 
on that type of information, I wish to correct that. 
I referred to investigations evidently made by United 
States postal authorities, and naturally that is only 
a matter of opinion, but to my understanding, it is 
backed up by collateral evidence, and I would very 
much like to refer to the type of evidence which has 
influenced my opinion, without disclosing the name of 
the official or the outside province which furnished 
that information, because I wish to continue on 
friendly relationsnips, and some of these things 
can very well be misunderstood, especially if the 
person involved has not a complete transcript of the 
evidence before him. 

I crave your indulgence in that respect, and 
I refer to a fraud order which was issued in connec- 
tion with an oil promotion situated in a western 
province, and I read this extract -- 

BY MR. JOLLIFFE: 


Q This is an extract from what? 
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From the fraud order. 

From the fraud order? 

Yes, 

Made by the United States Post Office? 


Yes. liay I proceed? 
BY THE CHAIRMAN: 


Q Yes. 


(Reading) : 


"Lloydminster is a different story but there 
is no fortune in Lloydminster oil. ***the 
oil is a thick viscous oil which will not 
flow through a pipe line and has to be 
pumped from the wells. The average over-all 
production from a Lloydminster well will 

not be more than 30 barrels per day and the 
price of the oil is about »1l.15. The capital 
costs and the operating costs are no doubt 
small but the yield is equally small and 
Lloydminster has aptly been described as 

a 'poor man's field’. It will in the course 
of time return the capital invested, pay 


operating costs and reasonably good wages 


‘to the ower, but no fortunes will ever 
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be made in the Lloydminster field," 
That is the end of the excerpt. 
BY THE CHAIRMAN: 


Q That is an excerpt from what? 

A That is part of the material on which this 
order is founded, 

Q Yes, but who made that statement? 

A I am coming to that point, Mr. Chairman, 
That statement was made by a Canadian official. 

In the same letter, this public official 
has stated to the S.E.C. that in advertising statements 
made of the type and character above referred to, would 
be classified by him as pure "sucker bait". 

I would like to make a few observations in 
connection with Lloydminster oil. \e all know it is 
not comparable to the lighter oil in Alberta. But 
there are one or two uses being found for the Lloyd- 
minster oil, and I have heard that from a scientific 
point of view, it has become very important. The 
price is p.15, and I can recall the price at 1.35. 

The picture in Saskatchewan in Lloydminster 
is changing every day, because the Husby Oil Company 


is contracting for the output of these wells, 
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the same as the other large oil companies contracting 
in Alberta, and the contract includes servicing the 
wells, as well as taking the product. 

The point I wish to make is that if Ontario 
wants me to be an expert and go into the merits, then 
I would feel justified in making a statement like that 
under some consideration. But our legislation is 
framed uvon the idea that we are not experts, and that 
we do not go into the merits of an issue, and that is 
the same pattern of legislation which is established 
federally in the United States. 

I have other examples showing where fraud 


orders are based on opinions, 


BY THL CHAIRMAN: 


Q That fraud order (indicating) was based 

upon the opinion which you read? 

A In part. 

Q That is the sort of evidence which was used 
to establish the foundation for the fraud order? 

A But I am more directing my remarks to the 
fact that when I say that the United States authorities 
evidently acted on the opinion of a local informant, 


there is some basis for that opinion, and I repeat 
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what I said yesterday, that in my opinion the local 
informant nad an axe to grind, because the fraud orders 
in the United utates by-passed a definite group, who 


were operating in Toronto. 
BY lik. JOLLIFFE: 


“hen you say “had an axe to grind", you 

are not referring to a public official? 

A No, I am distinguishing -- 

Q Just a moment, lir. Lennox, I do not under- 
stand that statement as you have just explained it. 
I do not understand the statement of the public 
official quoted to relate to the merits of the issue. 
I definitely understood that quotation to relate to 
the statements which had been made on behalf of the 
issuer. If you will read the language again which 
you have just quoted, I think you will see what I 
mean. JI think the picture demands we should know what 


was claimed, 


THE CHAIRMAN: Yes, there are one or two 
points which need to be cleared up there. It is 
not quite clear in my mind, as to just what refers to 
what. 


MR. JOLLIFFE: If you will read the concluding 
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words of the public officials remarks. 


THE CHAIRMAN: I think there may have been a 


missing link in that chain. 


THE “ITNESS: 411 right. I will read back 


farther: 
"ith respect to this area --" 

--meaning the Lloydminster area -- 
"following the quotations from the letter"-- 
BY THs CHAIRIAN: 


@. Some other provincial authority? 


As Tes, 


MR. JOLLIFFE: Read again the concluding 
words. JI think you will find that the concluding words 


relate to the representations made about this area. 


THE CHAIRAN: We have not heard that represen- 
tation. All we have heard is the statement made by an 


official. 


THE “ITNESS: I guess I am not getting my 


point over. I am not criticizing the fraud order. It 
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may be justified. I am substantiating the statement 

I made yesterday that the investigator acted upon 

information obtained locally, and when I say "locally", 

I mean the province of Untario, and probably in Toronto. 
| lily opinion in this matter is supported in 

some degree by the fact that in other cases they did 

act on the opinion of the residents of the Dominion 


of Canada. 
BY MR. JOLLIFFE: 


@ What was the representation which that 


public official corrected? 


A I think this is of very little value, because 


most of them were made over the teiephone, 
BY THE CHAIRMAN: 


Q Is there any written literature which 
applies to this fraud order? 


A I am just looking for it (referring to 


document). 


MR. GRUMMETT: The mere fact that the field 
might never be a very wealthy field would surely not 


give rise to a fraud order. 
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THE CHAIRMsAN: There are two aspects to this. 
First, the statement which might have been sade by 
the vendor of the stock or the broker-dealer, or 
whoever it was, whether or not that had any element of 
misrepresentation. The other is whether a securities 
administration should take into consideration the 
opinion of some ofricial as to the future possibilities 
of an oil development, as to the merits of the property 


itself. 


THE | ITNESS: I can read from part of the 
order, although I think it has nothing to do with the 


point I am trying to make. 


TH: CHAIRMAN: I think we should know a 


little more about this. 
THE WITNESS: (Reading) 


"The advertising material used by Allison 

is before me as a part of the report of 

the Commission and in the form of independent 
complaints addressed to the Post Office De- 
partment by persons throughout the United 
States who have received the literature. 


What appears to be the initial contact with 
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his prospective purchaser is a circular 
entitled 'money-iiaking Opportunities in 
Vrestern Canada Oils'. This circular offers 
to the reader 'the opportunity for a chance to 
profit' in Canada's oil fields. It promises 
an opportunity to participate in 'Canada's 
exciting Oil Boom -- And An Unusual Oppor- 
tunity For rrofit In Canada's Great New 
Dollar-Earning Oil [Industry.' This circular, 
as do so many others used by other’ con- 
cerns against which fraud orders have been 
issued, refers to the several oil fields in 
Canada which, during the past few years have 
proved to be prolific producers of oil, It 
speaks of the 'proven. fields of Leduc, ‘ood- 
bend, Lloydminster'. It tells how »100 
invested in such companies as Home Oil, 
Central Leduc and Trend Petroleum in 1947 
grew to »2000 in 1949. 

This fsoftening-up' circular then 
presents what Allison says 'may be your 
opportunity to share in Canada's great oil 


wealth'. A new company has been formed, it 


is said; 'an agressive company with extensive 
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oil and gas rights **«in Three Proven Oil 
Areas'. It is further stated that "These 
properties are situated in Lloydminster, 
one of Canada's fastest-growing fields®**«!, 
The name of this Company is revealed to be 
Capewell. 

Other literature follows whether or 
not the addressee of the original material 
was induced to seek further particulars. 
“ith this follow-up material there is a 
subscription form upon which the prospective 
purchaser is to indicate his willingness to 
participate in 'Canada's Expanding Oil Boom',. 
The price per share for stock in Capewell is 
35¢. The offer is limited supposedly to 100 
shares. The circular accompanying this form 
contains further representations concerning 


the stock," 


BY THE CHAIRMAN: 

@ You say the offering is limited to one 
hundred thousand shares? ‘hat does that Santi That 
he cannot buy more than that, or less than that? 

A It is a name-getting device to get a person 


to for a small amount, by telephone. 
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Q At any rate, the offer made by this litera- 


ture was only one hundred thousand shares per customer, 


A That is what it says here (indicating). 

Q At 35 cents a share. 

A As we know, it is nothing but a name-getting 
device -- 

Q Yes, we know that, but, after all, you have 


to look at this document to see whether there is any- 
thing wrong with it. 

A I was going on to explain that the broker 
would not aamit that it was a name-getting device; 
he would say he wants to get a lot of shareholders in 
at a low price, and if things develop successfully, 
then these shareholders will be given a special offer 
as a privilege as shareholders. That is the legitimate 
explanation they put on it’, but everyone on Bay Street 
knows that is not a fact. 

Q Supposing it is a device to get people to 
become shareholders, and they become shareholders, and 
some literature goes bie do we not have to deal with 
what appears on the face of the literature first? 

So far what you have read might be what they 
call "puffing", as we used to say; but people are 


entitled to put their best foot forward when they sell, 
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but is there anything in there which is misrepresenta- 


tion? 

A I will come to that, Mir. Chairman, 

Q Allright, perhaps I should not have 
interrupted, 

A This goes on, 


"Specifically, the advertising 
material distributed by Allison represents 
this stock as follows: 

Because all of Captewell'ts holdings 
are in the 'proven Lloydminster oil field’, 
they ‘must be considered in terms of an 
asset with great potentialities'; 

That the holdings of Capewell in 
the 'Red Pheasant Reservation!’ are 
‘in the heart of the big c ompany activitv'; 
and in an textremely favourable location 
for the discovery of oil'; 

That because of the location of these 
holdings, a purchase of Cavewell stock is 
a (profit opportunity' that is ‘made to 
order', that is to say, that wells on 
these holdin, s will produce oil of the 


type and inthe quantity that will 
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result in huge financial profits to holders ~ 
of this stock; 

That this stock, is being sold to 
clients of Allison at 35¢ a share for 
the purpose of raising funds 'To finance 
the development of the Capewell oil 
interests’, that is to say, that substan- 
tially all money invested at 35¢ per 
will go into the treasury of Capewell for 
its use in developing its holdings; 

That Capewell's present drilling 
activities will provide 'news***on day- 
to-day basis' that ‘could have an 
important bearing on quotations of the 
Corporation's securities’, 


The evidence before me, submitted 


by the United States Securities and Exchange 


Commission, clearly shows that the fore- 


going representations are false and 


fraudulent. From reports received from 


the Commission in this and in.other cases 


it is shown that the Lloydminster area in 


Alberta and in Saskatchewan, Canada, is an 


Oil producing area, ‘ith respect to this 
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' area, however, the following quotation is 
taken from a letter addressed to represent- 
atives of the Securities and Exchange Com 
mission by an authorized official of the 


Alberta Board of Public Utility Commissioners ;" 


Q Then their whole case, according to the 
last paragraph which you read, is based upon the 
opinion of some official es to the future of the 
Lloydminster deal? 

A That is as I understand it. 

Q They say that this literature, in view of 
that statement, gave two glowing a picture of the 
prospects of the Lloydminster field? 

A Yes. 

Q Does it go any further than that? lV ould 
you say there is any other aspect of that literature 
which constitutes a misrepresentation of fact? 


A Not in my opinion. 
BY MR. JOLLIFFE: 


Q Mr, Lennox, in your evidence previously-- 
A Could I just have a chance to express myself? 
I say it is not a misrepresentation of fact, but I 


have already criticized the fact of building up an 
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area that relates to areas which have nothing to do 
with the area in question. 

Q And which is cntirely diffcront in charecter? 
In your cvidence you pointed out that the Lloydminstor 
is ontirely diffcorcent in cheractor, You and I know 
thet the Lloydmimster arca is an old arsa, and it is 
a part of the Leduc arca? 

A I am not aiggesting it is comper:blc to 
the Leduc area, 

Q The whole point of the rcoprcosontations contained 
there was ttt it was jet an attceipt to identify the 
Lloydminster as a proven oil well, with a ficld like 


the Lcoduc, when the two aro ontirely differont? 


THE CHAIRMAN: It is a matter’of doegroo. 


Docs it mean to say if is a proven area? 


MR. JOLLIcCHE: It is carrect to say it is 
1S 
a proven aroa, but it/ontiroly diffcrent frou tho Leduc 
arse... 
TH. CHATMIAN: 4nd it has just as much potan- 
ticl possi bilities? 
MR. JOLLIFFE: No, quitgthe contrary. It 


has been proven that it has not the samo possibilitics. 


THE (fITNESS; I do not know whethor it is proven 
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or not, because thcy havc only gone down to ths 
first strata, and thoy are exploring down to tho 


third strata in Saskatchewan. 


MR. JOLLIFSE: They have had ten years to 


prove that, 


THE CHATHiAN: Ten years is a short time 


to prove any area, 


THE ‘ITNESS: I gave talked to Mr. Nickle Senior, 
the fathor of the ominent columnist on.oil, and I 
am not saying it is final, but he has indice tod they 


hope to find oil at a dopth. 
BY MR. JOLLIFFE: 


Q All right. Put the ovidence aside, and let us 
get to the point. There has been an oil boom in the 
last five years in ‘cstem Cancads? 

A Y¢s. 

Q Wou.d it be correct to say thot the Lloydminster 
field has any part in that boom? 

A i think the Husby Oil Company has done a 
great doal of development work. It has participated in 
the boom, and it has confined its efforts to the 


Lloydminstcr and similar ficlds, 
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Q ion the Husby Company is active in Other parts 
of Saskatchewan, apart fromthe Lloydmii:ster arca? 

A So is this company, tho Rcd Phcasant. 

Q If you were discussing this mattcr with 
& visitor from England, or Iran, or tho Unitod Statcs, 
and discussed the ‘’estcrn Canadion 011 boom in the last 


five years, would you be referrii:g to the Lloydminster 


area? 
A No, 
Q Thetis tho whole point. Thct is what these 


representations sought to convoy, quite dishonestly; 
that is the impression which the Alberta public official 
sought to correct in this statement to the S. =. C,. 


The boom has been mainly in Alberta? 


A Definitely. 
Q And mot at Lloydminster? 
A I am attempting to clcsr up c ccrtain situa- 


tion. I was not commenting on tho merits of the order, 


in any way, shape or fom. 
BY THE CHATRUAN: 


Q Thet is truc, but I think it iséf intocrest 
to quite a number of us to kccp to the besis of the 
merits of that order, end cxamince ths sort of statcmonts 


made to the public, to sce whether that micht, in the 
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view of rcasonable men, be considered fraudulent or 
a misleading offer, or not, in viow of all tho cir- 


cumstances? 
BY MR. JOLLIFFE: 


Q Mr. Lennox, is it not a fect that as far back 
as 1949, your Commission found it nocessary to dis- 
tingnish between oil promotions in the Lloydminster 
area and in other arcas? You gave cvidence about 
that. You had to draw the line? 

A Yes. I think most of my evidence was directed 
to the question that the Crilling of a well in the 
Lloydminster area or inthe Saskatchewan area was 
relatively cheap, end that the minute thoy brought 
in a well they announced they had a successful well, 
and the vendors interests uscd tc disposc of their 
interests, thore «nd then, and would lose interest in 


the financing of the treasury. 


(Page 2780 follows) 
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MR. JANES: Is thoroe not enothcr point involved 
thore in thet picture, in a vory important way, thet 
there has boon almost no attompt to devolop the oil 
industry in Saskatchewan, beccuse of tho attitude of 
the governnont, /£0 QO grcet extent, that they would 


not allow froec enterprise to oporatc? 


MR. JOLLIVFE: No, thet is not correct. If you 
road last night's paper to the contrary. 

Ono poculicr thing cbout ths Lloyminster ficld, 
is that it is on the bordor. Tho provincial boundary 
linc runs down the strect, and some of the wells arc 
on ons side of the border, and some on the other. [In 
Mr. Lennox! administri tion, he found it necessary to 
impose a different rule with respect to the Lloydminstcr 
property, from the rule in respect to tho other because 


they differ in cheracter. 


THE CHATRVAN: This statement in this litorature 
-- the part which might be open to criticism -- is to 
throw in the Lloydminster field with the othor fields, 
end give the impression that they cre all of the same 
character and were proven to a similiar oxtent, whoreas, 
as a matter of fact, I suppose the history is quite 
different, is it not, in regard to the Lloydminster 


field as compared with the Leduc and other ficlds? 
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THE VITNESS: Oh yes. 


BY THE CHAIRMAN: 
Q. In order to sell shares in tho Lloydminster 
property, it is not fair to the public to doscribe it 
as being one of the fields such as the Le due oad the 
other fields which have been proven to a much greater 
extent, and much more successfully, up to the time thet 
statemont was made? That would be the objection to that 
statement? | 
A It boils down to this; that the Lloydminster oil 
is a crude oil, and a much cheaper product. It is one 
of the old fields. 
Q TP) TMA complete and truce disclosure had been 
made, it would not have beon thrown in quite so loosely 


with the Leduc and thse other fields? 


BY MR. JOLLIFFE: 

Q. Mr. Lennox, it would heve been quite proper 
and legitimate, would it not, for the broker-dealers to 
point out that frequently it is cheaper and easier to 
_ bring in production in the Lloydminster crea, but after 
you have done so, the opportunities for profit are not 
as great as in the Leduc field. 


A That is a true picture. 





sa neue 


i ae, Were te ve 5 Ome cu 







ip aah, mol Need A va 


, 























oft af Hove ebLlert | eny: $6 one’ obed an 


r = anes Poy Pe a eee oy Ch hn “done Ams ade whale wa one Tt Siseee eo 
Vv vt \ io Lt bi aha ~" tf ToOvG fae Tosa Shy Pasa ‘ ea 8 GODSET soTe 


; ee Sa RMD Bn 2 BU (Lintacwoord mow roe Dm pra aKa 


“ rn 


rt gee a Se AT ee ae! “Asati Plies pole ones eee Hae: es aa en 
i Tie wt) EER) Es 50e q 7 ‘ ied wis de AIO wu earth (ph. oan er? he “‘Yionoehts 


< Thre. eat ae .-, 
: el Le OF pe) eee it ey) 
ere te: TIKOMOIHTa: 





} 
*, j Lan LTo. ade 3 Ofte , BEG pburr: Fs.) el 
: - ‘ r : 
- ee ee a aa ta ; 
j ;enis7y Bio ond To” 
| 


be 
3 
8 


syueetbath sexd Sov ofeigme . fit os TP 9 
otiup mi myoult bed. aved gon Bivey ‘th , obama 
. pan 


anny iy) |e ace : 


Trento e2t2 as pom ras ° 2 | ead cia be 


ee = ; ‘ : 1 ald - teas f 
<a casey) ai 1a 


4 Rite ee 
wae De we ak: hr 


P| tugarg osteo seed ovad Bovew dt. -koaned’ (oi 2 





‘ oe ee. fy ers hye Phen ; 
| ot ‘acdlach-qasotd add 96%) tomar bisow poaemie gol baa 
Ld ‘ ; 7 . i : 
H ass . é J - i : wa : ; “ ie Feeuks ee me Fa m 
|. a rolabe Ram ‘toqheds Sf 42 qhbaeiphat dadt toon eaten 


\ 








eee hs eee 2 | ‘ety Pagal ty ayy gh val poy ‘ oe cae Te aie a: % 
seth dud (Reta Teteminovoid sie ASts ibe" a 





are, ee “ono 


ata gre an tutor cast 


ni 








2782 Lennox 


BY THE CHATRMAN: 

Q. That would be based'on experience up to the 
time the litercture was issued, but, as Mr. Lennox has 
pointed out, it is all subject to subsequent devolop- 
ments, which cannot be predicted. 

A I think I expressed my opinion on the mattor 
in my earlier evidence, when I said that our literature 
is often meaningless, but not necessarily fraudulent. 
I do not approve of thet approach to « sales campaign 
but I doubt if you would get a conviction in a court of 


law for fraud. 
BY MR. JOLLIFTE: 
was 
Q. May I ask whethor that literature uscd by 


a Toronto broker-decler? 


A Py a broker-desler,. 

Q Is he still registered or oe he got into 
trouble? 

A He is still registcrcd, but he scnt me « lettor 


voluntarily saying thot ho was restraining from doaling 
through the mails outside of Ontario. 

Q But he is still free to send out that litocra- 
ture in Ontario? That would not violate his comnit- 
ment to you? 


A No. This goes back quite a long time, Mr.Jolliffe 
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BY THE CHATRMMAN: 
Q. How long ago was this? 
A These orders were dated in March, 1950. I do 


not know when the investisation was made, 


Q That is, the investigation in the United Statos? 
A Yes. 

Q It was made sometime before that? 

A I would heave made a complete scarch in this 


matter if I had known I was going to refer to it, but 
I will have to go through ell the fraud orders to get 


that information, 


THE CHAIRMAN: I think it is quite important 
to have a fcow examples. It is very interesting, and 


throws a lot of light on this whole problcnm. 


BY MR. JOLLIFFE: 

Q. Before we leave that, Mr. Lennox, do you 
think it objectionable in cny way for the S.E.C. or 
the United States postel officials, or, for that 
matter, the Canadian postal officials, or investigators, 
to ask a provincial securities Commissioner what the 
facts are with reference to the oil fields, or a 
copper prospect cs far as the facts are available? 
| A I am not suggesting for one moment I am offering 


any criticism. I just offer that to dove-tail into my 
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statement of yesterday. I do not think it is one of 


my functions to offer any criticism. 


BY THE CHAITHMAN: 

Q.- I would think from what you have read, that 
the official perhaps went further than might have been 
wise in giving his opinion as to the future of the 
Lloydminster field. 

If he had confined himself to facts known as 
to the history of the Lloydminster ficld, and the 
state of the development it had reacked ae ate timc 
bhis litornature was published, compared with the state 
of development in the other fields, that would have 
been all right. But I do not know that you can criticize 
an official for giving his opinion if it is asked for. 


It is probably an honest opinion. 


MR. JOLLIFFE : I agres with the Cheirmn that 
nobody has any right to make a statement about the 
future. Nobody knows what may be found or proven in 
the future. The difficulty with that literature is 
it does not talk about the future; it relies upon 
statements as to what has happened in the past, and 
what is planned now, and I would think that if some 
foreign official or some federal official asked Mr. 


Lennox what the situcstion is with regard to oil in 
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Bruce County, it would be quite proper for Mr. Lennox 
to say, "Thore may be some people drilling in Bruco 


County, but it is far away from the Loduc", 


THE WITNESS: I would refer that to the 


Department of Mines. 


THs CHAIRMAN: The objection to that sort of 
litcrature is that it is very vague. On the other hand, 
it sives to an ordinary person, a very clear idea -- 
it gives a very optimistic picture which perhaps goes 
beyond the facts which the issuer knows, And it m:kes 
a great many statements of fact with a lot of state- 
ments of what will happen in the future without very 
much qualification. Once « man talks about the future, 
it is hard to get him on a fraud. 

---Whereupon the Chairman retired, and the gavel was 
assumed by Acting Chairman Villeneuve. 

BY MR. JOLLIFYFE: 

Q. I suppose, cs a matter of fact, the Depart- 


ment of Mines get a good many enquiries from Canada and 


abroad? 
A Oh, undoubtedly. 
Q About Ontario? 
A Yes. 


Q At least, that is my understanding, 
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A I am sure they do. 

Q They have done a great deal of survey work and 
published innumeral reports which are froquently 
requested by intercsted people, end I understand they 
get then, 


A I have no doubt they do. 


BY MR. HOUCK: 
Q. Do you, yoursclf, reccive many enquiries 
along that line? 
A Oh yos. The trend of the enquiries we get 
from outside jurisdictions, relate largely to the 
matter of merit, and"is the dealor a qualified trader,". 
I got a telephone call from a woman in a western 
state asking me if so-and-so was c good buy. I supwose 


it cost her 410. to ask that question. 


BY MR. JOLLIFIu: 

Q. Of course, that is an extreme case, of a 
person who quite wrongly thought any government official 
‘is in a position to give that advice, but it scoms to 
me that is in a very different category from an enquiry 
as to what the facts are. 

“A Mr. Jolliffe, I can only clcar that matter 
by saying I am not offering any comment whatsoevor about 


whether the official in quostion should have given that 
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opinion eet 

Q I would gather fron what you sey that you would 
not give a statement of that kind yourself? 

A I think one of the worst things that can 
happen to 2 securitics comiission -- our Scecuritics 
Commission -- is to rejtiard the development, and I think 
one of the best ways to retard devcolopment is when you 
get a lawyer up in the Securitics Commission who thinks 
he knows something about mining. 

Q I think the Committce would agreo with thet, 
but there are different ways of retarding development, 
ond it is quite conceivable that a certain method of 
promotion might also retard development, or discourage 


substantial capital from coming in, Is that not possible? 


have. 
A I/rcealized tht for three years, but as I 


pointed out tho otser day, the Commission has acted 
on its own motion in a majority of these invostigstions 
to try and stamp out and discourage this high-pressure 
mailing and telephoning. 

Q May I turn to somethi:g else, Mr. Lennox, 
for ¢« monent? We heard a good deal at aon ecrlier 
stags about the gaa ey and cxpense involved in cectting 
rogisterod with the S. BE. C. Mr. MeZntire, in his 
letter, said thet the averac time required down 


there is cbout 21 dcys---20.9 days. 
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I was wondering if you could give us any 
figures about the time requircd to got registration 
with the Onterio Securities Commissim ? 

A I would think, if « lawyer is roasonably 
conversant withthe work he vas doing, and the company 
employed the scrvices of a competent engineer, and 
so forth, that ten days should be enough. 

I think when Mr, McEntire reforred to *20 
days," he was referring to 20 days' delc«y after the 
issue is accepted for filing. There is a 20-dey-period 
delay as a mattor of routine, unless theo Commission 
in its discretion abridgcs that time. 

Q No, I am sorry; that is not what Mr. McEntire 
said. At page 12 of his lettcr, he said: 

"Statistics compiled «es of 
June Oth, 1951 show that the averaze 
numbcr of dcys from initial filing 
to effectiveness for the 491 
registration stotcments that became 
effecti ve ----- rf 
and he has underlined the words "from initial filing 
to effectivensss." 
fo. during tho preceding ycar was 
20.9 days. This same average applies 


to all Canzdian industrial issues filed 
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with us." 

A Th. t is the offective date. The avorage is 
20 deys. But if you read on, it will state that 
after the effective date therc is a 20-day period 
of waiting, but the Commission can abridge that 
20 days’ time, if it soes fit. 

Q And hc says on page 133 

"The aycrage waiting period for 
all of the issues, after correction, 
was 6,5 days, and the modian 5 days, 
as against the 20 dys provided 
by law." 

Tho law allows a 20-day waiting period, and 
apparently the Commission has the power to reduce 
that period if they ee fit? 

A Yes. I found it rather difficult to be 
Pound confronted by cvidencc ian the witness--- 
if you call him a witness---is not here to answer 
the questions. 

I vould like in that connection to point 
out a misconception, as I sce it, where Mr. McEntire 
said that the flotation costs ovcrall were one-half 
of 1% of the total issacd capital. 


Naturally, Mr. MeSntire was not trying to 
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mislead ‘anyone, but I think if he was here to give 
evidence, he would say that including issues proved 
under regulation "A" which are qualified or accepted, 
there is virtually no cost whatsoever. 

I have here (indicoting) a record of the 
S. E. ©. covering the first quarter of 1950, which 
gives an explanation of thatbasis of the percentace 
on the gross profits. Out of 122, there are five or 
six at one-half of 1f or less; thcre are 15 over 2%, 
and the highest is 5.4%, so on the fcce of these fizurcs 
I think it wuld be very difficult to conccive: of 
the percentagd being roduced to one-half of 1%, 

The record is there, if anybody is inter- 
ested in looking ot it. 

Now, you were asking meé atmut the time 
required to qualify with the S. B. C., when I am not 
conversant with the matter. The only cvidence I 
can give is hearsay evidencc, with the possiblc cxcep- 
tion that the lesal advisor of the company gave 
evidence under cath, that thoy applied to the 
S. E. C, last July --- 

Q I am wontdoring if that is rathor liko 
some of the hearsay evidence I have reccived, 
that it takes several months to quclify an issuo with 


you. I did not swallow that. Thet is why I am 
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asking you what your average is? — 

A I see your point, and it is woll taken, 
Mr, Jolliffe. But, do you remember I suggested 
that you call Mr. Gordon “atson--- 

Q Theat is one caso. But what I am intercstdd 
in at the moment is what the average is in Ontario? 

A I think if the solicitor is conversant with 


the .requirements of the Commission, thc average is 


10 days. 

Q Would thet be the average for applications 
generally? 

A I have not made an exact study of it. There 


are a few cases coming to my notice where the rogistra- 
tion fce has been forfeited bccausc they have not 
met the requirements in thc necessary time. 

Q Then it cmies to this; if they fail to 
mect your req irements, or many amcndmcnts are re- 
quired, then delay is inevitable? 

A Delay is inevitable, if they do not mect 
our requirements, 

Q Or if there are a number of amendments 
which your Commission suggests or insists upon? 

A There is another factor, as far agour office 
is concerned, Our form of legislation is comparatively 


new; it has only been in force & little over three 
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years, and the situation will improve as the prcefia= 


sion become more conversatnt with the requirements. 


Q Theat is, the legal profession? 
A Yes. 
Q If the application were in good order, you 


say there is no reason why it dhould not be processed 
in ten days or less? 

A No reason whatsoever, 

Q There is another mattcr in connection with 
the procedure of your Commission which I would like to 
Glear up, and you will mprcciste I am intcrested 
in it both as a lawycor and es a citizon, and that is 
your practise of the hearings. 

Is it correct that the cvidence on which 


you act is not always fully disclosed to the porson 


charged? 

A You moan the hearings beforc the full Commis 
sion? 

Q Yes? 

A They are furnished with the brief. "ec 


prepare a brief and they are furnished with the brief. 
Q The solicitor f@ thc man charged is 
provided with a brief? 


A They are not charged, The solicitor for 
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the applicants for registration or the appellant 
---whichever you wish to call him-- 

Q He is provided with a brief? 

A Yes, which sets out tho particulars of the 
case against him. It shows oll tho reports and 
materials which the Commission is going to con-~ 
sider. 

Q Is his solicitor permitted to see all thes 
evidence in the possession of your Conmissicn? 

A Yes. If you could refer to any specific 
case, it would help me. 

Q No, I am asking you what the practise is. 

A I do not Know of any casc where any cvidencs 
has been withhold from an applicant. 

Q have there beon any cases of that during 
your administration, when a part of tho evidence 
consisted of reports from the S. EH, Cc. or the 


Fr. BB. 1, Or Seotland Yerd? 


A No doubt thore heave beon. 

Q There have been? 

A Yes. 

Q It assume that thoy would be cases in which 


the applicant had resided abroad at some time or 


A Yes, most likely, 
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Q You obtain certain infomation from Wash- 
ington? 

A Yes. 

Q Which wou.d be taken into account in con- 


sidering the application? 

A Yese 

Q Yell, I am not stating at the moment what 
is the right procedure, but are reports of that 
kind accessible to the applicant? 

A They might not be in the brief, for several 
reasons, They might not be in the brief because 
the bricf is more or less in the open file, and 
we do not want even the girls on the staff---it is 
no concern of theirs. 

But a document would be road to him or be 
handed across to him, or his solicitor, during the 
hearing, if he wants to sce it. 

Q Would that include a report from the 


F, B. I. or Scotland Yard forwarded to yau by the 


Sree Cit 
A Yes. 
Q He would be permitted to sce that? 
A Yes. 


Q Then do I understand you to say thet whem 





eienty oS modi mori x fern 38 ate da nok é he 


wate eS 


3 













: : ite eeiaae 
b 
‘ a 





Mk 5 ; 
. Pag DA 
ee 7 Hi ho aties Gale wy Paes 

, a. 
a 4 rr = , ‘a 
“ iu ‘ a4 uc 42 - 
ft a : y om) 4 : . - Epics . ae 2 
Gs) been HoRS Pale Le ee . ja ae 


t @ Sd { iat 1 eyre Pid ; eerie Bact 1 5 ter ‘ent “ah tO aks 





a 
> 42 
rave g' Lats 
cD or 
5 : 
3 ‘ U t S. i >_> 
‘ t "] “J Lp | vy 
ax a 
ites : : 
‘ ' a | 
ip Bitied & 1 ad it 6 So b 
+ = 9 ri 
i » { ‘4 , De om 
: 3 z 
< ‘ : 
be ; td Ded 
i ~ ets ip Ahir aoe ces : ; 
‘ a Be aE RN PM A aA ak Me ee rcs Was gee 
; ‘ % ' mh) a t 
» Otic’ TO Bisory Oe 
ae 
nei ag . 4 aaa Xa 
Ay ios a ae sae + ey 
. 3 aes 
{ , rr reed " To * * I s 
t ij » o pk oin Bil? S La ra ‘ee 
- : . ‘ > 
a r . : ee Saar 
t RO VS gee erie 
i id pith Fo ovina ‘Sabarad 











rive ne 
ve } 
bea, : 
‘ 4 * e 3 . 3 Tih + * Br eae os 
sida oce-oF bebe ig ot ‘Blwew “a 


‘cets oaet ' a4 


iat gadte Arit wee ow vow bates if oti nod. 


ar) 






tn c = 
: a 
- : 





2795 Lennox 


the applicant is before you, or the appellant, that 
no part of the case against him in the possossion 
of the Commissi.n is withheld from him? 

A Thst 1s. rient. 

Q He is given the opportunity of secing all 
the evidence against him? Is that carrect? 

A I cm only say---if you have any information, 
I can conceive of one instance thet might prompt 
any person to give you that information-- 

Q No, I am just asking a question, 

A I am trying to give the infomation so that 
later on I will not be eccused of trying to mislead 
your Committee, 

We got a confidential letter from a former 
employer of an applicant for registration, and we 
had to accept it on the basis that it vas confiden- 
tial. This chap who came up for registration, 
came up before the full Commission. We did not 
use the letter against him, but when the solicitor 
conductimg the mattcor for the Commission esked him 
certain questions, hc said: "0h, ny formor 


employer has been squcaling on mc." 
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BY MR. GRUMMETT: 


Q A former employer or employee? 


A amployer, 
BY MR. JOLLISVE; 


Q I do not know anything about thet case, 

A I have sat on about 230 hearings since 1946, 
and unless I am given some indication of a matter, 
it is pretty hard to search my memory sccing if there 
is any possible ground for asking thet question. 

Q There is every ground for asking that 
question, wr. Lennox. Do not read into my questions 
implied criticism or implied charges, 

A I am sorry I phrased it that way. If there 
is any case that is remotely connected with your quos- 
tion-- 

Q No, I want you to understand it vory clcoarly. 
Even if I have never discussed the question vith 
anybody, I would be interested to know whet your 
procedure is, I am interested in knowing what the 
procedure is before any administrative tribunal, 
that is to say, whethor any person against whom a 
case is before you is cnabled to sco all the evi- 
dence against him? 


A IT can only ansver to tho best of my ability, 
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but I would say "Yos," definitely they are, 

I can give you an illustration. A lawyer 
came up to soe me, I thought.it was improper, 
because it wont before the full Commission, but 
he said: ‘what is the chance of so-and-so getting 
a registration?" and I said: "I do not kno), because 
we have a three-man Commission, and I moem a three- 
men Commission.* And I said: "It always has 
been, 

I said; "You are a very good lawycr, I 
have heard your name mentioned for the bench on 
occasion, so I suggest you gst your clicnt to sign 
an authority, authorizing the Commission to disclcse 
his entire record to you, all the material, the 
complete file, and then you be the judzc." 

Thet shows my attitude in the matter, and that was 


the end of that appeal. He was a good judge. 


-- ‘hereupon the Acting Chairman Pop inal shed the 
gavel, which was re=assumed by the airman. 


BY MR. JOLLIFFE: 


Q I think you appreciate nov the reason I 
asked thet question. It vas not bascd on any infor- 
mation which was given to mc, but like many other 
lawyers I still feel that no mattor how great a 


scoundrel a man may be, he is entitled to know all 
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the matters which are against him. 
A If you give me a chance, Mr. Jolliffe, 
by appearing before the Commission on an appeal, 
I will be glad to let you know how we are conduct- 


ing them. 


THE CHAIRMAN: “Je will adjoum for five 


minutes, 
-- Whereupon a short recess was had, 


-- Upon resuming: 


THS CHAIRWAN: Gentlemon, wo will proceed, 
BY MR. JOLLIFFE?: 


Q Now, Mr. Lonnox, I have some more questions, 
but before I take them up, there are once or two things 
I wouid like to say to you. 

I suppose that other members of this Committec 
have had similar experiences to my own. Tho secur- 
ities business seems to be a busincss in which a 
ercat many people make it their busincoss to scnd 
messages and communicate information---or misinfor- 
mation---of various kinds, and, like othors, I have 


had a good many, ananymous and othcrwisc, 
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I must say that some of thosc who have 
communicated directly or indirectly with me sccm 
to be under the impression that my objective, and 
perhaps the objectives of others, in questioning 
you is to discredit yourself and your administra- 
tion. Now, nothing could be farthcor from the 


truth. 


THE CHAIRMAN: I wou d say that is quite 
apparent, Mr. Jolliffe, from the qucostions you have 
asked. I think we all agrcoe you are here to get at 
the facts of the situation, and I do not think that 


anybody has shown any indication otherwise, 


MR. JOLLIFFE: That is the point. Je want 
to get at the facts, and while some of my lator ques- 
tions may be porhaps regarded as scarching qucstions, 
nevertheless, that is a fact. 

Secondly, some of them scem to be under the 
impression that the object of this questioning, or 
the hated es canine ks is to discredit the Government 
of Ontario. Now, that also happens to be correct--- 


I mean incorrect, 


MR. HOUCK; Well, let us get thet straight. 


Which is it? 
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MR. JOLLIFFE; It happens to be incorrect, 
but if in the result, the Government of Ont«rio 
should be discredited in any way, thon the government 
itself would be responsible. But thet is not the 
objective of this enquiry at all, as I have tried 
to make clearfrom the outsct,. 

Ye will allow public opinion in duo course 
to take care of these matters. 

The real objective is to get at the facts 
and bring out into the light of day mattcrs which 
have beam obscured, either by cxaggcration, delibcrate 
mis representation, or by ignorance. 

There iséne further comment I wamt to make 
about some of these billets-doux, which I have re- 
ceived. 

It has becn suggested to ra bas very 
ingenhous ways that there aro matters about which 
it would be well not to ask questions; that there 
arc some matters in connection with this busincss 
which it is dangerous to discuss. 

My response to that type of suggestion is 
that the more suggestions the better, I might 
say, for the benefit of thoso who inspired those 


Suggestions, that they have only succeeded in arousing 
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greater interest on my part. 

I want toesk you one or two more qucstions 
about the ,rocedure and practise of the Commission 
itself, 

Do I understand that you now publish in 
the bulletins all your decisions, or just some of 
them? 

A We publish all thc decisions of the full 
Commission, where a person is deprived of rogistra- 
tion on the footing that if we dcprive a pormn of 
what he deems to be his rishts, wo should explain why 
we do it. 

We very rarely publish a decistitn when the 
so-called “appeal is allowed, bocmuse wo have granted 
the citizm his request. In rare cascs wo do publish 
a decision when an appeal is allowcd, as sort of 
a matter of record, and to impress upon the individual 
that he is more or less on his good behaviour, 

Q Well, I am not sure that I understand 
you cloarly. In the bulletins to datc, there are 
decisions relating to suspensions by yourself. Are 
they all in there, or just some of thom? 

A No, some of them. ‘here the Chairmen 


cancels a broker's rogistration for cause, the matter 
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is fairly involved, and we think it would be of some 
benefit to the industry if I gave written roasons 
showing how I arrived at my dccisions, 

Bus in obvious casos such as occurred on 
Monday nignt, where wo found a broker-dealer omploying 
ered salosman, the thing specks for 
izseif. There is no cause to write a roasan. 

Q You have also published some decisions on 
cases before the full Commission. Mave they all 
been publishec? 

A We publish overy dccision issucd by the 
full Commission, and have given reasons in every 


case where we have dcprived a man of the right to 


trade. We hawe Riven reasons to show why we 
so déprived hin. 
a Does that apply to broker-dealers and 


A It applies to broker-declers and scalosmen, 

rokers, security issuers, and cverybody elsc. 

Gi, there was one thing whieh you said on 
another occasion which disturbs me a littlc. It 
appears at page 2012 of the evidonce---bcginning 
cn the previous page. In answer to some questions 


by the Chairman, at the foot of page 2011, you said: 
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"Je discovered this glaring mark- 
up in a case reported in the February 
bulletin, of 1950. That is one which 
is long out of print so many people 
wanted it, There was a mark-up of .10¢ 
apparently for nothing except they paid 
the transfer tax of the Dominion snd 
Ontario, amounting to sevon-tenths 
of one cent, if my memory serves me 


right." 


THE ‘ITNESS?# Thetis wrong. It should be 
less than that. Seven-tenths is too high. 
Q And you went on to say: 
"That case was so glaring that we 

did not ‘are publish the details of it 
in the bulletin because that goes to 
outside jurisdictions, so in order to 
demonstrate our findings in case of an 
appcal to a judge of the Supreme Court, 
we have prepared a schedule to our 
decision, but we did not publish 
the schedule for obvious reasons," 

I think in fairmcss to yourself you should 


elaborate on that, because it gives me thc impression 
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that there are some aspects of the administration 
of the law relating to securitics here which are 
so bad that oe docs Rat want to heve them get 
abroad, Surely it is not as bad as all that, 
Mr. Lennox? 

A I appreciate your concem, Mr. Jolliffe. 
The decision is published. It is Junior Golds. 
We talked about the excessive mark-up and "glaring 
mark-up" and evorything else. 

We had the accountant prefre a schedule 
---an elaborate schedule, for which I can send--- 
so there would be something before the court in 
the case of an appeal, 

I didn't think it was advisable to broad= 
cast thet throughout other jurisdictions, and 
possibly discredit the issuing company, which is 
not involved in the matter in any way, shape or 
form, when the property had considepablc merit. 

As a matter of fact, the properties have 
been split up into two companies now, and they 
are both listed on the Toronto Stock Exch-nge. 

If I thought there was anything sinister about 
it, I would not have volunteered tho evidence. 

Q I can apvreciate that, but- what is 


botheting me is this; I would like to think that 
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everything and exything done by the Province of 
Ontario would be cf such a nature that wo would not 
be afraid to have it publicized in any cornor of 
the world? 
A I would agree with you if the only considera- 
tion was the broker-declcr involved, but you have 
to consider the issuing company, which was in no 
sense involved in the financing of that company. 

The same aspect has boen discussed from one 
engle and another here, that the cancellation of a broker- 
dealcr's registration adversely affects the issuing 
company, and it does no doubt, to a degree. 


Q I can see your difficulty-- 
BY THE CHAIRMAN: 


Q I think you also told us yesterday, Mr. 
Lennox, that this matter was at one time taken into 
consideration in some of the deliberations of the 
Commission, possibly before your time? 

A No. I said tour, Houck that I think it 
was the worst mistake I made at the outsct. 

Q That ae did tc ke into consideration the 
effect upon the company of the cancollcti on of a 


broker—dealer's license? 
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And thet conside ation was soon abandoned? 


Q 

A I saw I had mado a mistake. 

Q It was apparently unsound? 

A It was apparently unsound . I am the first 
to admit it now. 

Q On the other hand, the publicetion of some 
information in connection with some of these cases 
might also affcoct the company and the shareholders 
of the company unfavourably, and that has ben a 
factor in you: decision, perhaps, not to publish 
some of thatAinformation in some of those reports? 

Is that it? Whethor that is right or wrong, that 
is the recson for your reducing the material in 
your reports to the extent that you did, in somo of 
these cases? 

A I think my good faith in the m@ter is 
demonstrated in the fact that I volunteered the infor - 
mation, the first day I vas e witness, 

Q There is no question about that, It is 
just a question of the soundness or the propricty 
of the policy. 

No doubt there arc many, many incidents which 
have occurred, upon which action has bocn taken by 


you, as you have told us yourself, which later you 
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thought perhaps were not quite right and you changod 
your viewpoint and the policy in respect to scveral 
of those things? 

A I might take a differ. nt vicw now. At 
that time thore was another considcratim. I was 
trying to got the Brokcr-Dealors on their feot, 


and to get thom to realize thoir responsibility. 
BY MR. JOLLIFF2: 


Q Docs it not come tothis, Mr. Lennox, that 


as long as there arc a group of people in tho 
broker-dealers business who require discipline from 
time to time, certainly in a sonse which docs not 
appear to be necessary in the case of tho invest- 
ment dealers or the members of the Stock Exch-nge 
---as long as that is the case, an issving company 
of a property which may have great merit always 
runs the risk of being given a black oye by reason 
of the sales methods of the broker-dealers, which 
sales methods, after all, have nothing whatever to 


do with the merits of the property? 


A No, not neccessarily. Sometimcs they go 
together. 
Q You see, Mr. Lennox, that is one of the things 


about which I am very much conccrned, thet some of 
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the most meritorious proportics may gct a black 
eye because of the activity of certain pcople here 
in Toronto, who are not miners nor prospectors, 
but are engaged in thc business of marketing sccur- 
ities? 

A I em equally concerned. Part of the pmwperty 
now is listed on the stock exchongc, and the stock 


is sellingat around $1,50, I think. 


Q In that case, they recovered from the sct- 
back caused when you disqualificd -- 

A After a very rough ride. 

Q I imagine it would be tough after an ex- 
perience like that. I can well imaogine thet. 


A Yes, 


BY MR. HOUCK: 

Q. Right along this line, roferring back 
to the mailings again; where do the men obtain the 
mailings list, what we call tho "sucker list" about 
which we have been hearing? We heve also beon 
hearing it said that ministers and doctors are 


suckers for these mailing lists. 
MR. DOWNER: Oh, I do not know about that. 


THE CHAIRMAN: The lawyers have lost more 
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money in these speculations than all the other pro- 


fessions combined, 


MR. JOLLIFFE: They will take shares for their 
fecs. 

THE WITNESS: There is a concern in New York 
City which sells these lists. There is another one 
in Chicago. These brokers pay substanticl sums for 


these lists. 


BY MR. HOUCK: 
Q. Do thesc lists include the Canadians? 
A They are mostly Amcrican lists. I sew 

a circular -- since this investigation started, I have 
tried to locate this circular but I have mislaid it 
somewhere, where this New York conccrn offered a list 
of shareholders of diffcrent companies -- woll known 
Canadian companies -- which, of course, is against our 
law, but opscrating from New York State, they made this 
offer. How they got them, I do not know. I am sure 
I have not destroyed the circular, but I just cannot 


put my hands on it. 


BY MR. JOLLIFFE: 
Q.- I do not understand that. I am sorry. What 
was the nature of tho circular? 


A A well-known firm in New York selling lists of 
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names that wo have described here as "sucker lists". | 
They made an offer to some firm in Toronto, offering to 
scll them a list of sharoholdors of "A" compenies ,"B" 
companics, "C" companics and "D" companics, all ths way 


down the line. 


BY THE CHATRMAN: 
Q. iL suppose one type of the so-called “suckor 
list" is a list of shareholders in oxisting companics? 
A Yos. 


Q And thore must be other lists which go far beyond 


MR. JOLLIFFE: I supsose they could be obtained 


legitimatcly. 
THE WIINLSS: I supposc so, 


THE CHAIRMAN: My recollcction is that the 
Provincial Sccretary now docs not give out lists of 
shar¢holdors indiscriminatcly. Thcoy havc been used for 
differcnt purposes, and thcre have been complaints, 
and I think there is a policy in that department which 


limits the handing out of lists indiscriminatcly. 


WR. JOLLIFFE: Loam sure thero is. Is it not 
the law now, that the shareholders, unlcoss som reason 
to the contrary can be established by ths company, 


areentitled to sce the list of sharcholders, 
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A There have becn some battles about that, too. 
THE CHAIRMAN: Yos. 


BY MR. JOLLIFF=:: 
Q. Have you any knowledge of the alleged list 
referred to in Macleants Magazine af all the widows 
in the United States with more than $50,000.? 
A No, I have no particular knowledge of that, 
except I think this firm is engaged in making a 


spocialty of that. I think it is their main business, 


BY MR. HOUCK: 
Q. Is there anybody in Ontario selling such 
lists? 


A Not to my knowledgs. 


BY MR. JOLLIFFE: 

Q.. Did I understand you to say in som othor 
part of your evidence, Mr. Lennox, thet you had issued 
a bulletin or circular to the mombers of the B.D.A. 
containing information which you preferred not to 
publish in the bulletin? 

A I sent a lette# to the B.D.A. and suggested 
they publish it in their bulletins, for the in- 
formation of their membcrs, I have the letter here, 
They did publish it in thoir bulletin. I think that 


is a question of domestic administration, That (indi cating) 
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is the letter I sont. 

Q I am not suggesting there is anything un- 
reasonable about the letter. Perhaps I should road 
the letter to the Committee. Thcore is no reason why 


it should not be read. 


THE WITNESS: It has already been read, and 


is in the evidence, 


MR. JOLLIFFE: It is marked "confidential". 

If it has already been read, I will not proceed with 
it. 

Now, on a small point; can you tell me this? 
With reference to Section 52 of tho Act, Sub-soction 2(a) 
-- this is the exemption where there is a call by 
telephone to the residence of a close personal friend, 
business associate, or customer. The Section reads 


as follows: 


"(i) of a closc porsonal friend, a business 
associate or a customer with whom or on whose 
behalf the person calling or tclephoning has 


beon in the habit of trading in securitics, or 


(ii) of ea person who. has requestcd in writing 
that information respocting a specific 


security be furnished him". 
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That is limited to that particular security? 

If a broker-dealer qualifics a givon issue with you, 
and recoives an enquiry about that issue, and thon 
quite properly communicates with the enquirer and makes 
a sale which might involvo a number of tolcphone calls, 
and perhaps some correspondence, and thon the following 
month he qualifies another issuc; do you take the 
position that the broker-dcealcr is barrcod from calling 
on the telephone the individual or is he within his 
rights in communicating with him asain on tho strength 
of the fact that he has been doing busincss with him 
on the telephono during the last two or threo months? 

A No. I would say thet he would have to havo 
a further request for that second issue, because we 
would never considor a person is a customer because ho 
got into onc issue, even at successive timos. 

We have not had anyfrouble along that line, but 

I would have no hesitation in saying the brokcr was in 
violation of the provisions of the Act. 

Q In other words, you would not acccpt even a 
dozen telephone calls or considerable corre spondence 
in connection with another issuc, as putting that person 
in the catogory of a client? 

A No. I think, Mr. Jolliffe, it could be reduced 


to this simple proposition; that a scrios of tolephone 
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calls and further purchases was just a continuing 


transaction, That is the stand I would take. 


Q With reference to a specific security? 
A Yes. 
Q Now, going back again to mailing. You said 


you would be willing to show the Committec some of the 
Tea ye tina which has been going out, but you would 
profer not to make the selection yourself. 

A I thought it would be better, and have greater 
value, if the Committee made the selcction, just named 
the broker, or named the dcoal, and I would producc the 
“jocumcents. 

Q I do not want to monopolize tho choice, by 
any means, but I make this suggestion to you; in this 
Exhibit No, 125, the St.Louis Better Business Bureau 
list, there are on the back pages, a list of post 
office fraud orders against Toronto stock dealers. 

On that list, there are a great many broker-dealors 


named who have been disqualified by you? 


A Yes. 

Q I do not think we nced to worry much about 
then. 

A No, 

Q You took action in those cascs? 


A Yes. 
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Q I suggest you let us see the literature in 
respect to some of the others in respect to which 
sales were solicited, apparently in the United States, 


by broker-dealers who are still rcgistered in Ontario. 


A Yes, 

Q You see the point? 

A Yes, 

Q It may not be practicablo to get them all, 


~but there aro a number who are still registerod, and 
the stock is very reccnt, I would gather -- some of 
them. Would you profer me to name some of them? 

A I think it would carry more weight. 

Q Well, the first on the list -- and in this case 
the broker-dcalcr is not marked off as having been 


disqualified although he may have been. Leader Securitics 


Ltd. 

A They are still active. 

Q Now, is Allison of Greenwood Securitics still 
registerod? 

A Yes. 

Q The litcrature relatos to Capewsoll Petroleum 


Corpn. Ltd. 
A I have the literature under tho broker's name. 
Q I would just give you the brokers' namcs then. 


I will not have to mention the company. 
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The next is Brentwood Securitics, Still registerod? 
No, I don't think so. I think that is Glass. 

I think so, yes, 

Yes, 

Bryans & Co, 

Yos, 


Where I am a little at a loss, I havo tho April 


list of members of the Broker-Dealcrs', and probably 


some have boon disqualificd so I do not know who still 


hes not. 
The next is Cecrge F. Caldough & Co.; still 

registered? 

A Yos, they are still registored. 

Q Cardigan Securities Ltd.? 

A I think George F. Caldough is now incorpcrated. 

Q Cardigen Sccurities; still rogistored, 

A Yes. 

Q What happened to Gordon, Dalcy, apart from 


changing the name? 


A 
Q 
A 


firm. 


A 


They just incorporated as Gordon, Daley Co. Ltd. 
They aro still registercd? - 
Yos. 


Then therc is the namo or names of tho Cornell 


Cornell & Seaford Ltd. 
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It is Cornell, Seaford Ltd.? 
Yos. 

And J. D. Cullingham & Co.? 
Yes. 

Wesley T. Davidson & Co.? 
Yes. 

Wm, A. Deering? 

Yos, 

Jd. B. Dow & Co,? 


You have a sample of his literature, which I 


handed to you yesterday. 


Q 


A 


Q 


That is the Maidstone Oils? 
No, the Cardinal. 


It does not happen to be mentioned hero. 


Perhaps you can dispensc with that. 


The noxt is the Forest Financial Corpn. Ltd . 


That is not a brokor-dealer. It is listed as "markct 


news and views", It sounds like a "dope sheet", 


A 


of EB 


The Forest Financial Corpn. is a continuation 


- F. Bryant. That is an incorporatcd name, 


The changcs of names have me a littlc confused. 
Sometimcs they confuse me, too, Mr. Jolliffe. 
Then H, H.~ Gillespio & Co.? 

He has resigned. 


May I ask whether Indigo was a securitics 
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issuer, registered? 

A No, Indigo has been sold by Decring, Wm. Decring. 
You have that down here (indicating). | 

Q I have, yos, but it happened that apparently 
there is an order of some kind pending against the 
company itself. That is why I asked whether it was 
ever registered as a securities issuer in its own right. 

A I do not think so. 

Q If it was, the literaturo would be filed with 
you, I assume? 

A No. 

Q Do not sccurities issuers have to file litera- 
ture with you? 

A No. 

Q They do not have to file with the B.D.A. either? 

A No. The securitics issuers send out very littic 
literature and very rarely make offerings in the Unitol 
States. I think that one or two securities issuers 

which you will see there (indicating) some bevcrage 
company -- 

Q Docs that mean that there is no official record 
on file of the literature issued by the securitics 
issuers? 

A No, only when we got a complaint on it. 


Q Do you not think it would bo well to have thcir 
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matorial on filo? I gather from what you havo said 
that the B.D.A. and the Commission havc all the brokor- 


dcalcrs' literature and have ths invcstment counsellors’ 


literaturc? 
A Yes. 
Q If it can be called “litoraturoe"? 
A Yes. 
Q Is tho sccurity issucr the only sxcoption? 
A If you want to put it that way. We do not 


require the brokor-declers to filo their literature 
with us for the purposs of perusing tho literature, 
or having it on fils. We do it to guard thom against 
sending out literature which had not been porusod by 
the B.D.A. We had the B.D.A. forward copics of the 
perused Literature jifien the literature comcs in, we 
check it with the perused litcrature to sco if any 
unauthorized literature has boon mailed. That is how 
the thing originatod, and I originated it. 

Q The result would scem to be wo do not have 
access to litcraturc sent out by tho sccuritics issuors, 
and I was curious about what they did sond out. 

A Wo think they scnd out pretty good litoraturo, 
and if thore is a complaint, tit is usually a legitimate 
complaint. I think the securities issuer is in a little 


diffcront catogory,. 
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Consider tho Copp's Bevcrageos; they wanted to 
finance a company. Thore are a lot of little industrial 
companies who want to raise new financing and the I.D.A, 
would not touch them, and tho brokor-dealers would not 
touch them. So the only recourse if they wmt to raise 
$50,000 or $100,000 is to take out a securities issuer 
liccensc. I hesitate to impose a lot of red tape on them 
unless there is some real causc for it, and I have not 
seen a cause yot. 

Q Well, according to this list, there was a fraud 
order made on May 15th, 1950 with respect to the Indigo 
Consolidated Gold Mines, Ltd. 

A Surely that is not an isolated case. Are there 
not fraud orders against loads of companics? 

Q That is the first I sncountcred. I have gone 
through thirty names, climinating thoso against whom 
you have takon action. 

A I think I have the answor to that. Indigo 
made on offer to its shareholders at one period, which 
they are cntitled to do, without having the issuc 
qualified. I think that is the answcr.: They had 
shareholdors in the United States, and they ended up 
with a fraud ordor, 

Q I see Inland Securitics Co. Still registorcd? 


A Yes. 
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Well, I will not bother with fictitious .ordors. 
THE CH\TRUIAN: Tho fictitious name orders. 


MR. JOLLIFFE: Yes, the fictitious name orders, 


They call them "fictitious orders", 


issuor, 


Here is another one which might be a sccuritics 


Maidstone Oils Ltd. Or is that: another case 


where an offer was made to shareholders? 


A 


Q 


> 


Q 
A 
Q 


L am certain they wore nevor « securitics issucr. 
Jd. Cameron Mair, Ltd.? 

He is still registered. 

E. M. McLean & Co.? 

Yes. 


Palamino Gold Mincs Ltd. -- no, that is a company. 


That is in the same family group as Indigo? 


A 


in tho 


Yos. And why there is a fraud order against thom 


company namc, I think is because thoy circularizid 


thoir sharcholders when Palamino was taken over by Indigo. 


I do not want to labour the point, but anything 


connected with that group could got a fraud order 


against 


Q 
A 


them very quickly. 
And the next is Perrin & Co.? 


Yas. 


BY THE CHATHRMAN: 


Q. They wore the faction apparently which was 
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complained against by the other faction. 


A No, they are the bail jumpers. 


MR. JOLLIFTE: DePalma. 

Next I sec is N. A. Weir & Co., Which, I might 
interject, is not to be confuscd with the same name 
in the investment dealers group. 


Then there is the A. N. Richmond & Co. 


A They arc no longer in business, 
Q L. B. Scott & Co.? 
A You will have a pretty big filc down hero, 


Mir. Jolliffe. 


BY THE CHAIRMAN: 
Q.- What about Scott & Co.? 
A I say thore will be a pretty big filo of 


literature down here. 


BY MR. JOLLIFFE: 

O.° Vautiodadell & GCa,? 
Yos. 

George ‘ioodhams & Co.? 
Yes. 

And Newton Wylic? 

Yos. 


That is the lot? 
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Q In what month did you make your decision in 
the Norwitt case? 
A February, I think. 
Q I am returning to this for just a moment, 
Mr. Lennox, for this reason; when I questioned you on 
a@ previous occasion, you were not inclined to agree 
with my suggestion that different techniques arc em- 
ployed on the telephone in many sections of the United 
States, from those omployed in Ontario. Do you rocall 
that series of questions? 
A Yes. 
Q And I noticed you said in your decision in 
the Norwitt case, after analyzing the perecntage of 
mailings, and the percentage of telephone calls made 
by that company to the United States, you said 
immediately after ycur analysis of the figure; 
"These figures demonstrate a fact well known 
to the Commission that, as a matter of policy, 
high-pressure methods are used over the 
telephone outside the province where the 
chancesof detection and subsequent proof of 


fraud are remote." 


Unless I completcly misunderstend that 


sentonec, that strongly suggests to mo that it is 









avietooh suet wlom voy BES 9 om vaie AL. DP 


fe ean: Weed aa 
a 
onettdy i Crsnrd et 
taonen os temi cot etdt od gatbemaden to i a. 


hanoitecup IT sofw i gonsot atid 20%. Pip. <ay his cnr a 7 


vos of Bomifonl fom Stef voy, folseo0o Avo ivetg 6, 


: Vee 7 : f mt 4A ; aie na Oh pS tli 4o%) je & thy <2 4 af 
=—M5 OF sulnoinsoatd TreTeTtT7b< Si, HOLsSeSaave YM riree | 7 
é - i e : ee 


; a : ae Pie , ; ee. . 

bog lad oft lo emoiveca” vite mi enotidelot ofF zi) 7) vod 7 
ig we 4 

‘ ee ae Pee “nee 7 - ~ > i i. 

Pfesat uwoy od “.,ofdeda mt poyoluas ceed? mort paeyeee 


 Samokta ato 16 eoftas.. todd 


- 
oy 
















aon ; A 7 
at aclsieeh twéye ni Bive woy DPoolfed 1 bak” ~~ 49) 
to .mateootsg UF antsy lan settee * beso Sr ieiee one 


 onodqafet #0 ondtusoteq. od? Bas _ Sanidian 


u . Ter : mas ; ‘. 4 : - 2 ‘ , ri 
Siue say .6oteata Borin ant of Yaegia ods be 


sogiplt od¢ to afeylege @eny Wek pias ‘peamd - 


x, . oe baw : ‘ Te eh es ied Sip pate ed Ar verte 
SIWO lay > 4, f JW vwtez « 90 Die BHO ’S ea RNa z e230! 1 
; 4 . 
as — Pe ee ee se ree 5 a * en I 
YOLLGE° 1o SF avuis @ BA ,.vens sofsefariad nid OF 
7 
y OF 


odd- cove heen oxy abort om otvexetg is ts 


ont -oyorlw ontihvorg * ott ob iedua’ ononigate? _ ” 


toorg ¢néeupoadtia “baa néttoodeb: to aoonsio : 


: My stoon! ote ‘Byatt 


es 7 4 . 

yard 6 bawevosauetn eerie tei Cit 4 
st +f aude on or ad eousae*) viguont te eed 9000 a 
ea | 


He we x4 






2824 Lennox 


a fact well known to your Commission, that a dealer of 
this kind can make it a policy to use high-pressure 
mothods over the telephone in calls to the United Statos, 
knowing that the chances of detection and subsequent 
proof of fraud arc remote, or much less than if he 

made the calls in Ontario? Is that not whet that 
sentence means? 

A My idea is they do not follow up Canadian loads. 
They use the telephone very sparingly in Ontario. 

Q Then the sales technique, as far as the tclephone 
is concerned, is different in Ontario from that cmployed 
in intornational calls;. is that right? 

A No.. My idea, when I was giving the evidence, 
is thoy just do not telephone in Ontario, 

Q Well, their reason for not tolcphoning in Ontario, 
would be, would it not, that if they said on the teloc- 
phone inside Ontario, what they say to the Unitod 
States, thc chances of detection and exposure would be 
so great that they are not willing to take those chances? 

A They would be much greater. 

Q So they "pull their punches" as far as Ontario 
is concerned? Is that what happens? That is what I 
would deduce from what you have said in that conncction. 

A As I recall the evidence; I was being 


qucstioned by somebody else on thc Committce and I said 
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that I did not think it was very practical for sales- 
men one minute to telephone to New York State, and tho 
next minute, to telephone to Ontario, and changc his 


whole sales campaign. 


BY MR. DOJNER?: 
Q. His technique? 

A Yes. I am glad you brought up that point, Mr. 
Jolliffe, because I think what probably happens is 
they sort of segrogatc their salesmen and & group of 
Amcrican salosmon are allotted to American sales, and 
it is well known they are very high-pressure salesmen, 
and the young Canedian amateurs,’'.s it vere, ere going 
through tho motions of tclephoning within Ontario. 

BY MR. JOLLIFFE: 


Q. It sounds like discrimination against 


native talent. 


A Our peoplo are being deprived of the roal 
artists. 
Q Is it your impression that ths typo of men, 


those so-callcd "*blowcr boys" do their phoning to 
the Statcs? 

A Yos. 

Q And not to phoncs in Ontario? 


A Well, that is just an imprcssion which I have, 
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Mr, Jolliffc. 


BY MR. DOWNER: 

Q. Do I take it from your statoment that this 
type of salesman who deals with ths invostors in the 
States are American born and trainod? 

A They are really topnotchers. I am taking the 
lettcr we had the other day about the "topnotch sales- 
men" who were Amoricans, who came across to this coumtry 
in 1933, after thoy passed the Unitod Statod Federal 


Securities laws. 


BY MR. JOLLIFFE: 
Q. Some of them like this country so woll 
that they have tricd to become Canadian citizens? 
A Oh, Mr. Jolliffe, there are loads of fine, 
legitimate American people hore, 
Q I realize that. Nobody suggests that all 


Americans arc undesirable. 
MR. DOJNER: Not by any means. 


THE WVIINESS: I am just talking about these 
high-pressure houses. They cannot havo any sympathy 


when they bring a follow like Kauffman here in town. 


BY MR. JOLLIFEE: 


Q.- In tho casc of Kauffman, there was no 
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attempt to register him as a salesman? 

A No, beceauso it would be useless. He was turnod 
down by the Commission in 1940, and if our information 
is correct, he has a conviction for fraud against him 
in the United States, 

Q At the samc time, I tako it from what you say, 
that certain houses import certain salesmen, some of 
whor to put it conservatively, are Americans? 

A Yes. 

Q And specialize in making calls to the 
United States? 

A I have no actual facts to show that they 


specialize, but I think that is a quite reasonable 


deduction, 
Q That is your impression? 
A I think the Amcricans like to hear some pcorson 


with thoir own accent. 


Q And their own "line"? 
A Yos. 
Q It follows thcso men, apart from the floating 


outlaws like Kauffman, are registered salosmon? 

A Yos. 

Q And they continuc to be registered salesmen 
until the Commission catchos up with them? 


A Yes. 
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Q And it is a fact, is it not, that to use this 
language again, "the chanccs of detcction and subscqucnt 
proof of fraud are remote", if they make thoir calls 
across the border? 

A Yes. I have said bofore, and I still say, that 
1 cannot understand why people buy securitics over tho 
tclephone, 

Q i suppose it is a fact that it is only e vory 
small minority who do. 

A Yes, when you consider the population of tho 
United States, it is a small percentage. 

Q Of those invited to be victims, it is only a 
small perccntage who"fall'? 

A Yos. Even the returns from the mailings are 
extromcly small; less than one percent, somctimes, 

Q If the chancos of detection and subsequcont 


proof of fraud arc remote, docs it not follow that it 


18 Gifficuls tony, Up with those opcrating that way? 

A Extremely difficult. 

Q Whon you do catch up with them, they lose their 
license? 

A Yos. 

Q But it is difficult to catch up with them? 

A Very difficult. 

Q Then, are not the cards stacked pretty hoavily 
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against you, as long as these tolephone calls are 
permitted to continuc, and as long as the brokcr-dealers 
find it legal or desirable to employ men to make such 
calls? Your chance of dotecting the fraudulont calls 
and acting thereon, are not too good, arc they? 


A It makes administration very difficult. 


BY liR. JAN#S: 


Q. From where are theso calls genorally made? 


A Right here in Toronto, 

Q I mean from an office, or & public station, or 
where? 

A They are made from an office. If we found they 


were made from a public station, we should cancell the 
broker's liccnse and the salesman's license, because 
he is using an address which is not registered with the 


Commission, 


BY MR. JOLLIFFE: 
Q. And the samc would be truc, if he made them 
from his apartment or hotel room, or his home? 

A This is something like tho racing in- 
vestigation. We made the best kind of a survey we 
could to find out the number of tclephones installcd 
in certain dealers' houses, thinking that they might 


be telephoning from thoir homcs. ‘We did not find 
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anything significant, in that casc. 


BY THE CHATRMAN: 
Q. You were not likc the bookmakers in thet 
rospect? 


A ; No, 


BY MR. JOLLITFE: 


Q. You did not find sixty tclcphones in one 


house? 
A No, 
Q Then it comes to this; the calls are made from 


brokcr-dealors! officcos in down-town Toronto? 

A Yos. 

Q And to the best of your knowlcdge they are mado 
from thirty or thirty-five officcs? 

A As far as the volume of tclophoning, I do not 
think it would apply to thirty-five. I would say that 
the thirty-five includo both the heavy mailings and 
telephonings, but the heavy tclephonings are not as 
sxtensive as the hesevy mailings. 

Q But the heavy mailings are hardly worthwhile 
if they are not followed up by the tclcphone campaign? 

A It is not as profitable a business, but if a 
dealer has something which has more indication of merit 


than another dealer, he probably would be able to get 
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as good results as tho other dealer, without the 


extensive use of the telephone, 


BY MR. JANES: 
Q.- How many telephones will there normally be 
in those offices? 
A It depends on the numbor of salesmen. /f#£ “cle~- 
phone salesman usually has two phones. Ho puts a number 
in and while he is talking on that, he has ah ete 


number coming through, 


BY MR. JOLLIFFE: 
Q.- He places tho calls with thc long distance 
operator? 


A Yes. 


BY MR. JANES: 
Q. How many would they havc? 
A If they have threc salesmon, they havo six 
telephones, If they have six salesmon, they havo twolvo 


tclephones, 


BY MR. JOLLIFFE: 
Q. Has your Commission cvor madc any attcmpt 
to record some of these telephone conversations? 
A How can we? 
Q They can be recorded at the othor ond, quite 


legally. 
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A You mean to send an investigator cycr to sit 
by the telephone? 


Q Yos. 
THE CHATRMAN: By whose tclephone? 
MR. JANES: How would thcy know where to sit? 


BY MR, JOLLIFYE: 
Q. There aro two ways by which tcelcphone 
conversations can be recorded. Ono is by putting a 


stenographer at the ond of the lino -- 
THE CHAIRMAN: On whose tclephone? 
MR. JOLLIFFE: Tho recipicnt of the call. 


THE CHATRMAN: How will you find out who the 
recipient of the call is? Thero are a largo number of 
people scattercd throughout the Unitod Statcos. Where 
would you go? Whon would you go? Would that not be 


difficult? 


MR, JOL. IFFE: I would suspect if cash was 
actually sont in, it would be followcd by a call. 

One method would bo to record the conversation 
with a stenographer on an cxtention. Thon there is 
the recording by a sort of a dictaphone dcvice, which 
I presume, if the situation is the same thcorce as it is 


hero, the warming signal would be given, that the 
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conversation was being recorded. 


MR. JANES: You are suggesting they prepare a 


customer -- 


MR. JOLLIFFE: I was asking if thet was cver 
attempted, so there would be a verbatim account of what 
was said. I think it would bo vory intcresting to hear 


what was said. 


THE WITNESS: Mr. Jolliffe, it would be vory 
difficult to set the bait or the trap, as difficult as 
anything could be, because thoso mailings go out in 
volume, and tho returns come in over a short poriod, 
if a porson is going to reply. 

It would be very hard to judge just whero and 


when a telephone conversation is going to come through. 


BY MR. JOLLIFFE: 
Q. They usually come in the evening, do they 
not? 

A Yes. The first thing © person subscribes 
through the mail for some stock, and after that trans- 
action is completcd, the follow-up starts, so I think 
from a practical point of view it would bc eoxtremely 
difficult to time our investigators to a ccrtain time, 


and it would be extremely cxpensive, from the point of 
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view of the taxpaycrs of Ontario. 


BY THE CHATRMAN: 
Q. If they wished to follow up any such procedure, 
an investigator of tho S.E.C. in Washington could do it, 


in the Unitcd States? 


A They could do it. 
Q And supply you with that cvidoncc? 
A Yes, 


BY MR. JOLLIFFE: 

Q. If a high-pressure housc was intorcstod 
in re-loading, I think it would be reasonable to 
expect a telephone call to follow. 

However, I was wondering if it had cver been 
attempted. So far, the cascs on which you act are bascd 
on telephone calls, in cases on which you got affidavits 
from the purchaser? 

A Yes, There is the Halpenny casc, and thoro 


may be others. I cannot just rocollect now. 


THE CHAIRMAN: Shall we adjourn now until 2,30? 


MR. JOLLIFFE: Yos, Mr. Chairman. 


---The witness temporarily retired. 


---Whereupon the further procecdinss of this Committce 
adjourned at 1.00 otclock P.M. until this aftcornoon at 
B.00 O'CLOCK. 
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Toronto, Ontario, 
Thursday, August 23, 1951, 
AG esa OC CLOCK U.is 


---The further proceedings of this Committee re- 


convened pursuant to adjournment. 
---All parties present. 
---Same appearances as heretofore noted. 
OSWALD ELMER LENNOX, 


A witness previously heard and now recalled, who, 
having been already sworn, continues his testimony 


as follows: 
THE CHAIRMAN: Proceed. 
BY MR. JOLLIFFE: 


Q. Mr. Lennox, yesterday we had some dis- 
cussion of the releases from escrow reported in the 
June issue of the Bulletin? 


A Yes. 
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Q . [ wondered if you nad any opportunity to 
look into the Re pe eied erie discussed -- the 
Quebec Copper Corporation Limited? 

A Yes. I have looked into thet, 

Q I notice this bocause effective June 19. 

At the moment the broker-dealer concerned is running 
an advertising campaign in connection with the same 
stock. Have you noticed that? 

A Yes; and, it is a listed stock. 

Q I note it is a listed stock. Do you think 
the advertising campaign has any connection with the 
release from escrow of more than one-third of all the 
stock then escrowed? 

A Well, the advertising campaign is the normal 
procedure following acceptance for filing, I mean, 
when a public offering has been made. 

Q I take it eibentance for filing was much 


earlier. This follows a release from escrow, you 


say? 
A Wetls. cas 
Q ‘hat I am getting at is, that I would not 


think you would consent to the release of 190,000 
shares from escrow unless there had been previously 


acceptance for filing and substantial sales of 






( ited 
- 
7 ae 






















; - 
xorins. 2d88 - 


i) A) 


oF wii introqad vis. BAS. MOU SEE, borebnow 3 i. ) 


ae yw 94 23 
* 





Ler] 


_' . efit «= beaeupetd ites bigkitsg gn aig oums look 


thedinid moivesoqiod ywegqdod ee 


etal otat Sovook oven st sce ‘as a, 
cf enub avidostis onuveaed e589 eattod £ »  y. 


bonreonos isisebetexloid sid demon nin aa 


. mise edt dotw tobiosaneo- al: te teqmas inte reece ll 


‘gady beoljon yoy svsll .HOOUN «5. 
7 al ym ae s 
inode betell a ee TE ~Oae e804 A : 


iiids voy of eoode Betetl ser of Sucw + + ah 
itiw nokTeo1ted Yin £80, AELeames, atteldisvie atid 


C we ow 
eae bcos ee 


: nie ea 
t ; fae 
Thsvoises,. neds Agose 
gre SS P 
ate a ; ’ 1 ars ee : : 
tBITIORN 227° 65-2 Letiee? RLS LS Lagat ht: gtAhG i x Ae 
i ‘ CRS Meiers Uh een res poet . 
, ; é hes 
t e are a Aa m fe , i * 
60m 1 ,BnLL Ft Tot SoheegeogsS s anivotiot eivbsoorty 
Seas Coa ett AF a 
ay = 
e re Seo 5 oni Den bie yy ¥. ‘ 
osm nesd wed antwetia Spt is A seriw 


A) - es ee 
dount baw acilt? to} sonedgeons oe, esa ie) 
p ; an a1) 
7 ,Wwor1ges mot Sesolot & ewollo? erat a. 
: eo See 
> ay) a) 


rf 


e Pp & 
ee eos 







4s : a ; 
4 jas 
; : - ; a = Eta 
: 1 a t 5.08 
= iy Ne Rn ae 
- rr a6 
SON plow £2 FeO Vax: te + BHLITOSR Mi ae meee 


‘O00 Der to susoloniendd og or oepiag, biiow woy 


ae A 3 es sir mee 
7 ' 


Fe 
me 
Ss 





ylaudk¥exq ‘aeed bad SII ROMER 


vod im e6ige LIetses Jat idige bine gn 


2: Ce 7 - oy gh 









2B67 Lennox 


Treasury shares. 

A Oh, no doubt there had been substantial 

shares. I believe this has been offered in the 
province of Quebec and qualified in the province 
of Quebec. 
Q Yes. It seems to me rather significant 
that the campaign, which is quite an active one, 
should follow so soon after the release of those 
shares from escrow? 

A I am sending for the file. 

Q In answer to questions lir, Houck on 
another occasion you gave us figures and percentages, 
I think, for American citizens who are registered? 

A Yes, 

( But I believe those figures relate to the 
present time? 

A Yes; probably as of the end of June. I 
had them prepared when I knew I was going to be called 


before this Committee. 


Q Yes. One of the exasperating things about 
this business is there are so many rumours -- although 
many of them are obviously exaggerations -- which 


probably ought to be set at rest by the actual figures. 


One of the rumours is that a very large 
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number of Americans have been licensed not only during 
your administration, but during the preceding adminis- 
neve Would it be possible to give us the exact 
figures going back to 1933, when, I believe, the 
American act was passed? 

A Vell, I have a complete list going back to 
1933. I could put it in as an exhibit. As I say, 
this list goes back to 1933. It does not cover every 
American who has been registered in Ontario over that 
period, but it covers every American citizen who has 
been registered during that period, and who is still 
registered. 

8) It would not tell us how many had acquired 
temporary registration? 

A For instance, if somebody was registered 
back in 1937, for example, who was no longer regis- 
tered, his name would not be on my list. If he was 
registered in 1937 and he is still registered with 


the Commission, he is on the list. 


Q | Yes. Your list just shows the survivors? 
A The survivors, exactly. 
Q You see, 1 would like to get a figure which 


would put us right on the number who actually obtained 


registration at one time or another since 1933, or 
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whenever registration began, 
THE CHAIRMAN: American citizens? 
MR. JOLLIFFE: American citizens. 


THE WITNESS: That might take some time, It 
is hard to estimate the time it might take. It might 


take weeks. ‘e transfer our records --- 
BY THE CHAIRMAN: 


Q You do not classify it that way in your 
records? 
A No, We transfer our records to obsolete files 


after a period of time, 
BY MR. JOLLIFFE: 


Q i will not press for it, but I do sugges, 
that it will be useful to have the exact figure instead 
of someone's estimate as to the figure. 

A I will canvass the possibility of getting 
them, Mr. Jolliffe, but that is going to be very diffi- 
cult, Yith respect to rumours of which you speak on 
Bay Street, if one were to heed the rumours which come 
from Bay Street, speaking for my own part, I would 


soon be down on (ueen Street. 
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THE CHAIRMAN: On the corner of wueen and 


Bay Street. 


MR. JOLLIFFE: There is another figure which 
Iwould, also, like to get, if possible, for my own 
satisfaction as well as to set at rest any sort of 
rumour with respect thereto. 

Can give you give us the figures .of the 
number of persons disqualified by the previous 
administration who have been granted registration 


since you became Chairman? 


THE \ITNESS: Yes; I can. There are fifteen 
individuals who have been allowed registration by 
the present full commission who had previously lost 
their registration or who had been refused regis- 
tration. I have not granted. registration 
to any person or any company that the full commission 
has not, 

Q In each case you make it a rule to let that 
go to the full Commission? | 

A Absolutely. 

Q Have you a break-down as between broker- 
dealers and salesmen? 


A Ten of those are salesmen. 
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@ And are the other five all broker-dealers 


or are there any investment counsellors? 


A All broker-dealers. 

Q Ten salesmen and five broker-dealers? 

A That is right. 

Q And, do those fifteen survive or have any 


of them been, again, disqualified? 


A One is dead. 
MR. JANES: You might discount him. 
THE WITNESS: No, -They survive. 
BY liR. JOLLIFFE: 
Q. E xcept for the man who died? 


A Yes. 
Q You also told us that in any case where 
there is a criminal record involved, I think you 


allow the matter to go to the full Commission? 


A That is right. 
Q If he désires to go there? 
A Yes; I mean, that is a condition precedent 


to the person obtaining registration. 
Q You told us that there were cases in which 


it was considered that the debt to society had been 
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paid and registration should be granted. 

A There are. I can think of one specific case 
where the chap involved was found guilty of juvenile 
delinquency, as we understood it when we were 
juveniles, -- a boy who, in his teen-age period got 


into trouble. 


BY THE CHATRI.AN: 


Q It was not an offence in connection with 
fraudulent dealing in securities or anything of that 
kind? 


A No. 


BY MR. JOLLIFFE: 


Q Do you have a figure ofthe number of 
those registered at the present time who, to the 
knowledge of the Commission do have criminal records? 

A To my knowledge I cannot think of any person 


who has a criminal record who is registered with the 


Commission. 
Q At the present time? 
A Yes. There may be some. As I say, there 


may be some who were considered by the full Commis+ 


sion during the course of the general review, when we 
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dealt with 146 cases; but, in the more recent cases, 
I cannot think of any one excepting the case, of, 


possibly, juvenile delinquency. 


Q Is that the case of which you made mention 
previously -- the armed robbery case? 
A Oh, no, because that person is not registered 


at present. 
) He is out? 


A Yes. 


BY WR. DOWNER: 


lan 


Q On the application for registration, are 
they asked whether they have any conviction wegistered 
against them? 

A They are asked that, and their application 
is verified by affidavit. ‘\'’e have had one case of 
conviction in respect of the making of a false applica- 
tion, 2efore my time, along those lines, That case 
involved the non-disclosure of a conviction. There 


is another charge pending at the present time. 
BY i:R. JOLLIFFE: 


Q As far as you are concerned, that must be 
disclosed? 


A Yes. it means one makes a false affidavit 
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if it is not disclosed. 

Q Mr, Lennox, this is a general question, but 
I would like to get your comment on it, eventhough 
it may involve om expression of opinion. /rlease 
understand this does not necessarily imply that you 
are responsible because there are many other factors 
involved. 

What do you say to the proposition that 

the volume of mailings of international solicitation 
and so on, have been greater since 1947 than ever 


before in any similar period? 


A I would not dispute that. 
Q You agree that it is ca rect? 
A I have every reeson to believe that it is 


correct, Mr. Jolliffe. 
Q Notwithstanding the restraints which you 
have imposed during the period? 


A Yes; that is correct, 


MR. JANES: That is understandable, There is much 


more money kicking around, 
MR. VILLENEUVE: And, with the consequent tax involved. 


MR. JOLLIFFE: Yes. That is what I memt by saying 
there are other factors involved apart altogether from 


administration, 
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TH: “ITNESS: It has been my biggest concern, 


as a matter of fact---the increase in mailings, 


Q This morning you and I pone dis cussing both 
telephone calls and mailings to the United States? 

A Yes. 

Q And I quoted your sentence in the Norwitt deci- 
sion in regard to telephone calls. I intended to as 
you this question, with reference to your statement with 
respect to telephone calils abroad, that when a calll is 
made to a foreign country the chances of detection or 


proof of fraud are remote? 


A Yes. 
Q Can you suggest eny solution to that problem 
part from stopping such telephone calls altogether, 


because if there is another solution I would like to 
hear of it? 

A I do not think that there is any direct solution, 
ir, Jolliffe; I think that the Broker-Dealers in trying 
to improve their membership will slowly provide an indirect 
solution, 

Q Do you mem by that that the calibre of the 
salesman depends a good deal upon the calibre of the 
Broker—Dealer who employs him? Is that what you mean? 

A Well, that is effective. The , there is anot her 
factor, of which I have made mention earlier, namely, 


the bond requirement. I think that some Broker-Dealers 
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who enjoy a fairly decent reputation as citizens will 
find they are embarrassed in their application for 

bond because they are employing the wrong type of sales- 
man and they will rid themselves of that type of 
salesman. 

Q You said that youbelieved thet at least one 
Broker-Dealer had resigned because he could not get a 
bond, The bond relates to employees. Would that be 
because that particular Broker-Dealer knows his employees 
would not pass muster, or what did you havd in mind? 

A I know that his name has been mentioned here 
and he has a fraud order against him in the United States. 
Thit may be the reeson, 

Q I am a little puzzled, but perhaps the Broker- 
Dealers, themselves, can tell us more about this then you 
can. I am puzzled as to how you can get a bond froma 
bonding company in respect of employees having regard to 
the fact that when the personnel chenges from time to time 
the bonding company does not really know who they are 


bonding. 


MR. VANES: They would have to name their 


employees on that bond, surely. 
MR. JOLLIFFE: I would think so. 


g Is there not quite a turnover of these salesmen? 
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A Yes, there is. As far as the bond goes Mr, 
Wismer is here to explain it. He is in a much better 
position than I om to explain. 

Q Yes. I will go into it later with him. 

There is another point, Mr. Lennox, which 
interests me, arising out of the decisions of your 
Co:mission. I have referred to it before, so have you, 
and I would refer to the June bulletin and in partimlar 
your decision in the case of Harry Price and Company. 
That is a decision by yourself as Chairman. You will 
remember in that case, after dealing with the surprise 
audit and the deficiency in an account-- 

A Deficiency in working capital. 

Q Deficiency in wrking capital. You said: 

"If on the other hand Price has not 
substanticl finencial resources, in his an 
right, the deposit to his capitel account 
of $10,000 under the circumstances serves 
as direct evidence thet he is a 'front.' 

In either event the printing end mailing 
.concerns which have extended him credit 

-in excess of $25,000 are no doubt aware of the 
nature and extent of his resources, Similar 
situations involving the printing trade 


have previously been brought to the attem- 
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tion of this branch of the industry and the 
apparent link between the printing trade 
and certain promotional houses was con- 
siderdd in cancelling two registrations in 
1949." 
‘The question which o¢curs to me is: I hapen 
to have had something to do with the printing trade in 
Toronto---at least, I have taken part in negotiations 
with most of the printing houses in Toronto or their re- 
fresentatives and I know something amut ther, Toronto 
is the biggest printing centre in Canada, There are aw ut 
one hundred printing houses of substance in Toronto. 
There is a total of about 500 if one includes all the one- 
man shops, 


There are cbout one hundred printing houses in 


Toronto. 
A That includes jobbers, I take it? 
Q Yes; commercial printers. They are a very 


substantial and important body of businessmen. It strikes 
me that your reference here to the printing trade is some- 
thing of a reflection on a very important and legitimate 
business, Just what is meant by "the link between the 
printing trade and certain commercial houses"? 

A I meant with the branch of the printing trade 


which extends these large credits to these Broker-Dealers. 
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Q A branch? 

A I mean the p rticular printing houses which do 
it. 

Q I know a good many of them and I cannot imagine 


the type of printing house of which I know in Toronto 
being mixed up in that kind of deal. 

A Mr. Jolliffe, there are sone members of the 
printing fraternity who are, according to my understanding, 
mixed up in it, That bulletin is published for the 
benefit of the brokerage industry, not for the public 
at large. If it gets in the press that is not the fault 
of the Commission. I think ticks remarks are ad ressed 
to the brokerage PRaG ate It is intended to educete 
them along certain lines---and they understand what it 
means. 

Q You will agree that this statement des not apply 
to the printing trade generally? 

ny No; it only applies to certain printing houses 


which extend thattype of credit. 


Q It applies to a very narrow field? 
A fairly narrow. 
Q I wouldlike to go back to the bulletin of 


February, 1951. I refer partimlarly w pace 5, This 
involves a decision in which you cancelled the registra- 


tion of an investment counsel, type one. 
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"The bulletins issued by Hall follow 
a fairly consistent pattern, by referring 
to listed issues which follow the general 
market trend, Then at intervals he would 
announce a special situation. The company 
in question was & special situatia. It 
is at leet significant that this issue 
stands out as an unlisted issue against 
a background of listed issues normally 
dealt with in his bulletins. It is further 
significant that he freely admits being 
indebted to an individual in the amount of 
$1,700---to a printing company for $1,000---" 

"printing company," again. 

"---and that his individual creditor is the 
president of the printing company according 
to official records on file; and according 
to statutory information on file with this 
Commission as of the 10th of June, 1950, 
his creditor was the holder of 427,500 
shares in the compmy in question." 

Here we have the printing business mentioned again. Are 
you prepared to tell us anything more about this? 
A Yes. I think I can explain thstvery readily. 


I was working on drafting that decision and I named the 
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2851 Lennox 
individual who was the creditor, the president of the 
printing company, who held 427,500 shares, and, before 
I issued it, I realized thet this individual had not 
been called before the Commission and given the oppor- 
tunity to present his own case. So, very much to 
my vegret I had to abandon neming him. 

Q I understand. 
This may have no connection with the matter, 
Dut, at the same time, this would be as good a time 
es any to ask you about the case. 
In October, 1950, you disqualified another 
investment counsel, type one. In thet case you said: 
"Specifically we suspect he has been 
deliberately misreprésenting or exaggerating 
che potentialities of the stocks he has 
recommended, possibly for an ulterior 
motive. The fect that his mode of opera- 
tion was almost exclusively through the 
‘no performance, no pay' type of subscri p- 
tions, and thet his books indiceted a 
substantiel finenciel loss from operations 
suggests this. Furthermore his associa- 
tion with &@ promoter against whom the 
Commission has had to teke disclipinery 


action does not allay our suspicions." 
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Zo0e Lennox 


Is this the same kind of case? 

A Pretty muche Is that the full Commission? 

Q, it does not say. I would assume it is 
one of your decisions. It is not signed. 

A Full Gommission. I think the approach 
of the whole Commission in that case was-- 

2Q It vias the full Commission, because it is 
an appeal? 

A Sty by the process of elimination, the 
man in his operation could not even pay expenses. 
The inference would be that he was being subsidized 
by the persons interested in the stock that he was 
sponsoring. Possibly thet is not good evidence in a 
court of law but a Commission has to be fairly 
realistic in dealing with this type of case. 

Q Is it correct that you came to the conclusion 


thet he was a "front? 


; issuing 
A We came to the conclusion that he was/a tipster 
sheet. 
Q Investment counsel cen act as a "front? 


THE CHAIRMAN: In ea different sense. 


IIR. JOLLIFFE: In a4 different way, yes. 
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BY ifR. JOLLIPFE: 


Q Is the promoter involved here the same as 
referred to in the other case I just quoted, or a 


different person? 


A No. 
Q The reference I just made is to be found at 
page 3. 


In the bulletin for November, 1949, referring 
to pages 8 to ll, you dealt with the case of a eae 
Dealer named Jones. It is a quite long decision. I 
do not think it is necessary to refer to the whole of 
the decision. It is your decision? 

I take it there was no appeal? 

A No; there was no appeal. 
Q You stated, emong other things: 

"I have indicated that at the outset 
he lacked a sense of responsibility. There 
are further facts which establish that between 
June 23rd and July 16th, during which 
period he did mot even occupy an office, 
he assumed no responsibility whatsoever. 
During this period a printing firm took 


cherge of the terrific volume of mailing 
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end the replies which were received. A 


solicitor and an advertising concern looked 


after certain other detslis. He stresses 


the fact thathe placed much reliance in 


the advice and assistance of his solicitor 


but the solicitor in question acted for 
the company in qualifying the issue and 
was scarcely in a position to advise Mr. 
Jones on certain importent matters 
involving the interests of the company, 
the promoter, the optionee and iir. Jones 


as cub-optionee.”" 


and so on. Here we have the printing business inentioned 


again. Is this the same firm referred to later in 
other cases? 
ae I think thet is the first time thetprinting 


business was referred toe It is not the same firm 


as thet which was referred to in the Price judgment. 


Q It is not the same firm? 
A No; because I recall specifically the Price 
judgment was given on the matter a few months agoe 


I can remember the name of the firm in that. 


This one I wmember because one of the officers of 


that printing concern protested to me about something or 





Neat Pre oft aiwloeelbs “ie bots Boa folios 


es ee 











ant . 0 pe os Oe - art or 
a BRL OS i oN 2s Oy the ee ES IY, | A : 
oer mr ame Ts 
i i - 
é § + 
‘ ergs ui . 
: ues : . 
; $.- 
: 
pe : 
nee 
i s 
Be ee fa j ] 
tay iets 
t 
af 
: 
phe HN 4 
Pr i 
eons 
ee 6" : ait eid i 
? ; ake 
s Vs my 
+ < r 
: 
Me ry 
7 * 4 i 2 ma § 
’ + 4 
3 1 y 
2 a ”" 
eee & im 
t ° , bn er oy ae ” J = o¢ 
{| 4 i j cm & (Wide are ee aoe. Pa) uy ose 
ne : ae 
Tate sabes 
“Fe aa nee 
uy ee 
candy i - : Pip ea dare hk eae fn id t 
ny “ s ~ > ; 5 i : , 
" _ - etm hate fe i; Oo Dex Le, ore: - S By es py 
+ % 5 : 
x ‘ ~ » 
J - ‘ 
z ° & +Aies Ce ati) 3 
pas Oe oe S083 Rt wv 
: ee a 
ft 
y ’ * | ; — 7/2 
; (7) Wels froesck 2 Bas des 
* , aE, sto) 
) at | 






SA nt JS 
. Vo By PPO. VE rs SS) Jeevan 
she 





2855 Lennox 


other---I just forget. 


This is one involved in the Price judgment(indicating)? 


Q 
A No; this one (indicating). 
Q Of course, from my limited knowledge of these 


things, it strikes me, as it must have struck you, as 
rather incredible that an ordinary printing firm would 
extend credit of over $25,000.00 to a relatively small 


business. I could understand it if the client-- 


THE CHAINIAN: That is, apparently, how the 


Commissioner felt. 
MR. JOLLIFFE: Yes; quite. 
BY MR. JOLLIVFS : 


0 Later in this decision, Mr. Lennox, you said, 
also: 

"There are two feasible reasons why ) 
dealer wou.id venture upon such an undertaking. 
Hither he is not an independent operator 
or he is participating in the promotional 
profits accuring from the undertaking over 
and above his legitimate profits resulting 
from the public offering. JI must, of course, 


accept Mr. Jones' testimony thet he isnot 
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sharing in the prondbionall prorits. On 

the other hand there is ample evidence 

to show thet ‘he is not independent. He 

invested »1,500.00 only in a venture 

involving an initiel cost of over $100,000." 
Wheat would be that initial cost---printing end peated 
tion? 

A Printing, the cost of equippping his office, 
deposit with the Bell Telephone Company and all the 
things incidental to en undertaking of an extensive 
mailing and t elephone operation. 


a) And, I suppose, the printing and the mailings, 


A Yese 

"The Registration of McGill Secur- 
ities (Ontario) Limited was suspended 
indefinitely due to Mr. Kaftel's, its 
presidmant, part in this operation 
(August bulletin). Mrs Jones besides 
being irresponsible is not @e free agent. 
He was bound to take orders from those 
in fineneiel control. He had really 


nothing to lose in taking part in the type 
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of operetion which is doing more to undermine 
the industry than any other type of opera- 
tion." ) 
When you say “type” of operation, to what do you 
refer---this heavy mailings business? 
A The type of operation adopted by «& person who 
was taking orders from somebody behind the scenes and 
being finanoed by somebody behind the scenes. Apparently 
Mir. Jones was willing to accept my version of the 
matter and because he did not see fit to appeal to the 
full Commission. 
Q No; he did not eppeal. 
Diafou come to any conclusion in that case 
as to who was behind the scenes? Yeu/just said that 
he was taking orders from somebody behind the scenes. 


A I did not say it in so many words, but I made 


a certain inference there by linking it up with another 


suspension. 
Q That is, in the language of the decision, itself? 
A Yese 
QO And you said in the same decision, after sumaing 
up the reasons why you regarded him as a frontt--and 


you used the term “front's 
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Perhaps, in fairness, I shouid read the 
paragreph, because it sums up the reasons. There ou 
teinly seem to be good snd sufficient reasons why 
in this case you cencelled his See eee You 
seid: 

"In the result, jir. Jones he. pro=- 
vided an Ue Bae example of what is 
commonly termed * a frontt not for 
the purpose of acting on behalf of 
someone who could not obtain registration, 
but in order to carry 6ut the type of 
operation which his backers would not 
care to risk. He has been part of an 
operation which presents unfair competition 
to other dealers who are trying to operate 
within the compass of their own finan- 
cial resources ana consequently within 
reasonable bounds ac opposed to the 
high pressured high volume pattern. 

He hés sponsored an issue financed on a 
basis which is unfair to the investing 
public in which questionable sales 


methods have been employed. Until 
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trouble developed he ignored an important 
provision of The Securities Act. Lastly, 
he merged his brokerage business with 
the printing industry to the detriment 
of the former." 
That was a pretty extreme case? 
A Very extreme, I would say. 
Q Theh, there is an even earlier case, in which 
you also made reference to "the printing business," 
in August, 1949. You said: 

"In the course of a current inves- 
tigation it was disclosed that 4 printing 
company extended credit in excess of 
.00,000 to a Broker-Dealer, thus enabling 
this dealer to flood the mails outside 
of Onterio with promotional literature. 
Mr. Frank Kaftel owns 90% of the ccpital 
stock of the printing company in ques- 
tion. Kaftel also controls McGill 
Securities (Ontario) Limited, regis- 
tered with the Commission and 4 Broker- 
Dealer. The business managei of the 


printing company is also a director 
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of the McGill Securities Company. 

"This is an obviously unhealthy 
situation that does not require further 
discussion at this stage, as lir. Kaftel 
will be afforded ample. opportunity to 
meke representations if he applies to 
have the suspension or the registration 
of McGill Securities (Ontario) Limited 
lifted. 

"IT might, however, point out that 
Mr. Kaftel has indirectly been instrumental 
in flooding the United States mails 
with literature, despite his written under- 
taking not to make any offerings in the 
United States unless the issue was duly 
pialivicn: 

"The registretion of McGill Bas 
ities (Ontario) Limited will be suspended 
until further notice." 

and, I gather there wes ho appeal fram theat decision? 
A Nos; no appeel; and no applicetion to lift the 
suspension. 


Q It has been a dead issue since? 
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A Yes. 
Q That pearticuler license may have besn a dead 
issue sincs.butr you heave continued to have trouble 


with the printing trade, I take it, from whet you 


A Yes. 
Q Recauss in subsequent cases the printing 


trede keeps cropping up? 
A Right down to within the last month or two. 


The Harry rrice decision is in June, I believe-— 


Q Although thet was a aifferent printing 
house ? 
A A different printing house. 


oD 
i 
eo) 


it correct thet et least two---and I point 

out you have mentioned ae ae houses are extending 
erecit and ecting es the financial backers of Broksr- 
Deelers who indulge in this type of campaign? 

A i can think of three which have. There is the 
cone which cntered into the Price question, there was- 
another printing house which extended credit and we 
had to insist upon thet printing house subrogating 

and 
its debt in favour of the creditors, juos.ibly 


other creditors end then there is the printing house 


involved in those earlier decisions in 1949. 
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Q- You think of these three in ‘perticular 
because of the credits extended? 

A Yese 

Q We do not think we ere interested in a 


printing house which did a printing job in the ordinary 


Way e 
A Oh, certainly not. 
Q On g normel business basis? 
A No. 
2 But the three you had in mind extended credits, 


which seemed to you to be unreasonable. Is that 


correct? 
A Thet is correct. 
Q In fairness to those who have not been mixed 


up in this sort of thing I thisk thet you should identify 
those who are, otherwise, I feel, it is e reflection 
on the printing houses which would not think of ming 
thet sort of thing? 

A You mean name the printing houses? 

Q The three which you have encountered as extend- 
ing undue credits? 


A I can. It always goes asSainst the grain to 


name a person when they have not had a chance to 
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Q I know. They could come here if they liked. 
The only reason I em doing it is that I think some 
of the things which heave been said in the bulletins 
and also in press releases---because soictimes. there 
have been releases in connectio.: with these decisions 
Be ahs unless explained, are something of a reflection 
on all the printers, because it makes people look 
11th an unpleasant light on the printing trade generally. 
A It goes back to 1949, when I mentioned the 
printing trade, and this is the first information I 
have ever had that the printing trade at large takes 


any objection to the observations. 


Q I did not say they did. 
A I will get the navies. I certainly remember 
the name of that first one -- the Harry vrice case. 


It is one of the two firms and I just forget which once 
it happened to be. 

@ But, there are three which you definitely 
have in nnd? 

A Yes; there are three which I have in mind. 

Q And these are firms which are in the orinting 
business and which require no re; istration with you? 

A No. 


which, 
Q But, yin your experience, extended surprisingly 
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large credits to broker-dealers? 

A That is right. 

(. “ith the result that you have nad to take 
disciplinary action’ 

A vith the result that it has been a factor 
in the cancellation of registrations. 

Q The reason I am pressing this point. I 
want to make clear to you, is that we heard, during 
our inquiry into gambling, the policeman tell us 
that it is not so difficult to identify and charge 
the front wan -- the man who deals with the public, 
the man who accepts illegal bets -- but the diffi- 
culty is in finding the principal, the fellow who 
is behind him, because that fellow does not deal with 
the public. I raise these questions because I think 


exactly the same issues arise here. 


THE CHalRi.AN: Of course, it is different in 
this respect, that the broker-dealers are comparatively 
few and they are licensed people, whereas, in the 
book-making business, the fronts are not licensed 
people, but are a great mass of little people who 
operate on the street corness and everywhere else. 
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securities Commission, is to deal with people over 
whom tnat body nas control, namely tne Peetatared 
brokers. If Nawmuew pean ne as fronts, their 
licenses are cancelled, That is one thing the 


Commissioner could put his finger on. 


_R. JULLIFFE: Tnat is, if the Commission 


gets evidence of that. 
TH CHatTRiiaN: That is right. 


i.R. JOLLIFFL: That is, that a man is a front, and 


then that front man loses his license. 


TH CHAIRMAN: Yes. 


_R. JULLIFFL: He is nenalized. His name is 
made public -- at least it aopears on the financial 
pages or the newspapers -- and there may or may not 


be any definite loss to him. On the otner hand, there 
may even be a prosecution. That is a possible result. 
Sut, all this proceeding does not result in any 


public penalty being made on the man behind him. 


THE CHalRiiAN: That is right, unless, of 


course, some fraud can be proved against hin. 
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THs WITNESS: Ths.difficult thing about this 
whole matter would be that in the case of Jones the 
credit was extended froma big printing house which 
had the equipment to do any type of printing, of 
practically any kind, then they drop out of the 
picture. They drop out of the picture, and it is 
taken over by what i think you call"jobbing houses, 
whichf{ake orders and then farm the orders out 
to different places. 

iy opinion is that the little jobbing house 
which was employed in the Harry Price case is nothing 
but a subsidiary of the big printing concern which 
was dealt with in 1949. 

Q You suspect it was the big printing house 
which was really behind the scenes? 

A Yes. If this Committee wishes me to dis- 
close the names of those little jobbers, as well, 
the next thing will be split up far more, There 
will be ten little jobbers mixed up in the matter, 
and it will go on and on, until we will never be able 


to identify in which group it is. 


R. HOUCK: I followed bur, Jolliffe very 


closely, and I do not think it would serve the purpose 
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of tunis Committee to have these printers named, 


MR. JANES: If they had been dealing with 
the broker and had quite a bit of business for a 
long time, they would be justified in Eorade d 
credit to him for quite a while -- and carry him, 


too. 


THE \.ITNESS: The brokers do not last long 


enough, 


THE CHAIRMAN: It is a matter of degree, 


under all the circumstances, 


BY ikR. JOLLIFFE: 

Q If a printing firm were to extend 50,000 
credit to Seneral Motors, or to International Nickel, 
after doing work for them steadily over a period of 
years, it would be perfectly understandable; but, in 
one of the cases with which lir, Lennox dealt, there 
was »50,000 credit extended to a broker-dealer who, 

I think Mr. Lennox will agree, was not operating on 
a colossal ooaLae That just did 
not seem reasonable to mo, 

A No. That was Jones! last deal. The Price 


Case was iir. Price's first and last deal. 
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Q Exactly. 
A And, what I pointed out -- which seems a 
long time ago -- when I was first giving evidence, 


is that we have now got to the point that it does not 
pay the back man to set up these fronts, because we 
have also got to the point where there are no replacé- 
ments. Ve are putting them out. There has not been 

a replacement in the broker-dealers category since 


April lst last. 


THE CHAIRMAN: In other words, these front 
broker-dealers are gradually being weeded out by 
this process and I suppose it is more difficult to 
get some man to come forward who will qualify for 
broker-dealer registration to replace the man who has 
dropped ofit. 

A Price sold half a million or three quarters 
of a million shares. It doesn't pay to set up an 
elaborate office and pay for the cost of printing 
and everything else and have a deal knocked down 


before it has gone through half-way. 
BY iiR. JOLLIFFE:; 


Q And, on his first and only dea] he had 


y25,000 credit from a printing firm. 
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A On his first and only deal, and on Jones! 
first and only deal. 


Q That just does not make sense. 


THE CHAIRiwAN: Yes. On the basis of those facts, 


the Commission acted. 


THE ‘ ITNESS: Neither appealed to the Commission 
nor exercized their further right to appeal to a judge 


of the Court of Appeal of the Supreme Court of Ontario. 


MR. JOLLIFFE: I do not think any of us is 
questioning the correctness of your decisions with 


respect to those cases. 


THs WITN2SS: I am very glad to hear you 


say that. I would hate to stay my hand until -- 


Q Is it sufficient to keep knocking off these 
front men, when they are only front men? Is that 
good enough, or can we rely on the theory that sooner 
or later the reserve of front men will be exhausted 
and it will be impossible to fill the ranks any 
longer? 

A I do not think the reserve of front men will 
be exhausted. I think if the Commission keeps up 


dealing with these people when they engage in 
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£870 Lennox 
with 
their first deal, it will not pay the man i his 
financial proposition to keep continually setting- 


up fronts. 
BY THE CHATRuAN: 


q@ It is not only the broker-dealer who 
loses on that cancellation, it is the man who finances 
the broker-dealer, who finances the transaction? 
A Yes. 


Q He is the one who loses what he puts up. 


wR. GrUMETT: Should we not know the names 


of these men who are putgjing up the money, then? 


WR. JANES: Could we not make it a bit 


tougher in the setting-up of these fronts? 


THE WITNESS: When you get the front on his 
first deal, I think that is about the toughest thing 


you can do to them, 


THE CHAIRMAN: If you can take the profit 
out of it for him, that is the way to make it tough. 
If you were to catch every thief on his first job, 


there would not be much stealing in the province. 


MR. JOLLIFFE: Vhen the police charge a 
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bookee. I think they would welcome knowing the 
principal. 

Q Have not any of these front men been willing 
to tell. you who their backers are? 


A No, Mr. Jolliffe. 


THE CHAIRMAN: On the other hand, under the 
Act as it is now framed, as I understand it, the 
people who extend credit in this way have not com- 
mitted any offence in respect of which any charges 
could be laid. 

Q Is that right? 

A You might lay a charge under the Act that 
they acted in furtherance of trading. That defini- 
tion of "trading" is very broad; "In furtherance of 
trading". The maximum penalty for that,-even if they 
are convicted, is two thousand dollars. ‘hat is two 
thousand dollars to a man who extends credit of fifty 


thousand dollars? 


THE CHAIRMAN: Yes, and they might have an 


elaborate defence to any charge of that kind. 


MR. JOLLIFFE: Yes. That is true of the book- 
making game. 


THE CHAIRMAN: The principal in the bookmaking 
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game is one who commits an offence under the Criminal 
Code, whereas, the man who extends credit to a broker- 
dealer, is merely a creditor under the law unless, 

as Mr. Lennox says, it could be said that he is in 
some way furthering a trade. The question would be 
one, again, of degree. 

If a printing firm loaned y1,000 to a 
broker-dealer, I would think it would be unlikely 
that any court would decide that that was furthering 
a trade within the meaning of The Securities Act. 

If he extends »25,000 credit, it might or might not 
be. He might be a man of great resources who would 
be willing to take a chance, and who was so confident 
that the stock would be sold, therefore, he would be 


all right. 


WR. GRUIMWETT: He might be the owner of a 


big block: of shares. 


MR. JOLLIBFE: Yes -- the owner of 


427,000 shares in the company. 


THE WITNESS: The definition of "trade" says, 


at the end, “and any act in furtherance of the same". 


MR. JOLLIFFE: What section is that? 
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THE \ ITNESS: "Trade or trading includes". 


and then -- 


e ' 


iiR. JOLLIFFE: Vhat section? 


THE WITNESS: I am sorry. I have lost my 


place again. Page 566: 
"Trade or trading includes" 
--a very wide definition, and Clause V says: 


"Any act, advertisement, conduct, or 
negotiation directly or indirectly in 


furtherance of any of the foregoing" 


MR. JUOLLIFFE:"Any act, advertisement, 
conduct or negotiation, directly or indirectly in 


furtherance of any of the foregoing." 


THS CHAIRMAN: ) ould that not include any 
printer? ‘Jould that not include any printer who 
commits an act in furtherance of trade by an adver- 


tisement? 


MR. JOLLIFFE: Yes, but I am sure the court 


would take into account that he functioned in the 


not 
normal course of business/as the real principal in the 
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operation. 
_ MR. GRUMMETT: In good faith. 


WR. JOLLIFFE: Yes. On the face of it those 
words would seem to indicate that there is included 
the backer, the man who put up the money and extended 


the credit. 


THE CHAIRMAN: The other point I think the 
Commissioner has in mind is that the backer has not a 
license, does not need a license to carry on his 
printing business, and the most one could do against 
him would be to get a conviction under this provincial 
statute, where the penalty is limited. The penalty 
the magistrate would impose might be very much less 
than the maximum, In that case he loses nothing. 
Should the dealer lose his license, he cannot carry 
on his business at all. He is the man who suffers. 

MR. JOLLIFFa: At least bring him out in the 


now 
light of day, where, apparently, he does not/function. 


BY LR. JANES: 
Q You could not compel that front to tell who 


was his backer? 




























sidtie? boos «at | 


SPond IE. te 998 Pond SL seat :arrtidsol, ie Pe ae 
Babuisni ad Syand geri + gtedtinn ot meee biuon ebTow ri 
beloedxa: bia yaitont weld ye due.slontw necr Bi as r9nosd ails ‘Se 


‘f 34 thors aia 


odd Antdt 2 cabod sedto ad TP RAIAL ARV ORT! Ou 


ie | . oa 
% TON 284 YoRVBo ame vany. 2h. sired | fr 269 voaoise.timod ; 


‘ - 
ae bs ate . ie F j 
gin Go Wites OF genootl Bo been’ Ton ‘eaob seetoott ee | i 
Jentags ob Diuns 4990, decom ot? Bas \aebintaud gotintrg 
an : a 


letanivatwy BLOy spud, no kag tVIOD Bs 98, ow, ‘ied best mia 7 


: . - 


YilLensa oA? . beriml fei ¥olanee ¥ Ae eter jeousera 1 an 
teuel doom yrov od Yaga im esonmt Aivgw festa isem silt” 7 
q ; : | ay i =e nae eee 
~Bithitesr sedol of ages, Pade RE “lum san ind ned 
Cxy18o- Jonies od eensats ela geek “foines ora ‘ead _ 


sevotive aw oem edt ebialt: Rare 38, seem and ‘ng. 


We | —s 
ong ab dhe men onisd saaed gh, fat sade si y : 
; WO i oe oa af ay ay, - 


TOLIonwt\ som geob on xisamagal, censdi Ave) Ww ga 


oe 


j yy 
‘ 7 a 7 i a 7 of) 
Eel, : ; F ; hie Be Me ; isd 7] vi 1” ne; : 


a? 


Orie feted soy ‘vats todos, don 


Boro Lennox 


A No. 

Some mention was made where some of these 
fronts or brokers might not give information about 
their confederates, shall we say. JI have never heard 
a single member of the brokerage industry, shall I 
say, "squeal" on another. They will start rumours 
down on Bay Street, hoping that it will get up to 
you by the grapevine, eventually, but they will not 


come up to your office and tell you. 


THE CHAIRMAN: There are other members of 


the profession who will do the same thing. 


THE WITNESS: So, I think they are different 


than the legal profession. 


THE CHAIRMAN: T he legal profession has a 
discipline committee which takes drastic action 


every once in a while, 


ik. JOLLIFFE: Yes; and, sometimes on the 


complaint of a member. 


MR. JANES: In the trial of a certain boot- 
legger, it was said by him that he did not know from 


whence the liquor came, He said he turned, looked 
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back, and there it was. 
BY MR. JOLLIFFE: 


Q Mr. Lennox, yesterday you made some 
reference, some remarks, about fronts -- as you have 
previously, also -- and you said, I think as a matter 
of opinion rather than as a matter of direct evidence, 
that certainly some of the broker-dealers who caused 
trouble for you, are not independent, but they are 
fronts, and that you think or suspect that some of 
their backers have a number of fronts, that is, more 
than one front. You will remember I asked you some 
questions about these middlemen. I asked you whether 
the middleman was being used as a dewice for concealing 
the backers, but I do not think you put much stock 
in that. 

A There might be a so-called middleman who 
was also a backer, but 1 do not think there it is a 
necessary set-up. I think it is just incidental. 

Q You do not think that was a very useful 
device for the purvose of a man who wants to hide 
his pert ina promotion? 

ih I think he is runr ~* even more risk of being 


detected. 
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Q What about the printing business? Do I 
gather from your decisions and from your evidence 
here that the printing eu cneags affords a convenient 
device for promotions with fronts? 

A No; not necessarily; but the printing trade 
is a very necessary matter in relation to the type 


of operation carried on by these people. 


BYTHE CHAIRMAN: 

Q Is this not the situation, as you have 
explained it, that there are certain examples named 
and three at least which you have mentioned where 
the printing business was used as a device -- at 
least that was your view of it -- that you thought 
in view of all the circumstances and the amount of 
credit which was extended -- and as a matter of fact, 
having regard to the whole transaction -- you came 
to the conclusion that the printing credits, the 
credits from the printing house, was a device for 
constituting a certain broker dealer as afront; 
and you say that once that becomes less profitable, 
there may be some other way of spreading it amongst 
jobbers so it will not appear quite so clear, and it 


will be more difficult to trace down. I suppose 
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there might be some other method of setting up thos> 
fronts which could be devised, if they have not 
already been devised, After all, man is an ingenious 
animal, and especially where there is profit in 
Sight, the ingenuity becomes very acute. 

A The term "front" can be misunderstood, as 
a matter of fact. Fundamentally a'front: is some 
person who.acts for another »~erson who is unable to 
obtain registration. \hen he is acting for some 
nerson who could obtain registration if he saw fit, 
strictly speaking, it is not a case of "fronting? 

Q Just a moment.- - - 

A A bettor tern would be that he is not an 

"independent operatory If you go back into the 
history of the thing, the"front"essentially was a 
man who took olit registration for a person who could 
not get registration, 

Q That is one type of"fronty true; but there 
is this other type of"front" the type you have men- 
tioned, where a broker-dealer becomes so heavily 
indebted to some other verson in the background, who 
is the real principal in-the transaction, that he 
really has no alternative but to carry out the orders 


and the policy which is laid down by the man in the 
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background. Is that not really to what it amounts? 


A Yes. 
~--' hereupon a short recess was had. 


---Upon resuming, Acting Chairman Villeneuve in the 


Chair. 


THE aCTINC CHAInkMAN: Order, please. 


‘ill you kindly proceed? 
BY MR. JOLLIFFE: 


Q Mr. Lennox, to come to the part with 
respect to the problem of the backer and his front, 
or fronts, if there are more than one of them, can 
you suggest any way of restraining the activities 
of the backer either by amending the act, or other- 
wise? 

A No. I do not think you can meet the 
situation by amending the act. I pointed out to 
you previously that I am placing considerable value 
on this new type of bond which has been proposed by 
the Broker-Dealers' Association, 

Since the first of April there have been no 
new registrations as broker-dealers, and that is 


extraordinary because at one time they were averaging 
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about one a week -- referring to applications -- and 


we are now making the whole situation unprofitable. 


Q@ Do you think the bond has something to 
do with it? 


A Because they cannot get in. 


BY MR. JOLLIFFE: 


There have been half a dozen suggestions 
given to me as to the reasons for that inactivity 


with respect to applications and, a 
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amount of inactivity, perhaps, with respect to 
mailings. 

One reason which has been suggested to me 
is the meessity of getting the bond by October lst, 
-~ is it not? 

A Yes, 
Q Another reason which has been suggested to 
me is the number of cancellations and suspensions 
in the early months of this year? 

A Yes. 

Q Another reason which has been susgested to 


me is the publicity which has been given to the 


matter both in the United States and Canada in the 
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Press with respect to these people in recent months? 
A | Yes. | 
e) And, yet another reason which has been 
suggested to me is the meetings of this Committee, 
what do you say as to that? Do you think that all 


or any of these reasons have any validity? 


A They all occurred to me, except the last. 
Q You know what has also beén suggested in 
the same connection -- and I would be very much 


surprised if this suggestion had not come to you 
also -- that when some of the hue and cry dies down 


it will start all over again. Have you heard that 


one? 

A Naturally, we are anticipating that, that 
is only -- 

Q You are anticipating that? 

A Yes, These things all go in cycles, but 


I may be unduly optimistic about the effect of this 
bond. I think it will have effect, and I think if 
the Commission keeps on consistently checking on 
the new registrations, it will have results, 

Q But both bonds which you showed us are 
related only to employees. 


A hir, Jolliffe, I am not saying anything about 
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the bond in itself, but I know that I granted regis- 
tration to a broker-dealer, byt he could not get a 
bond, so he did not get his registration. It is 


not a stringent bond, but it is having some effect. 
BY Rk. GRUMMETT: 


( I think you were to bring down a copy 


of that bond, Mr. Lennox? 


A I left several of them here yesterday. 
Q That is, the employees’ bond? 
A That is the type of bond which the broker- 


dealers are demanding, and we suggested yesterday 
that it be dealt with when the broker-dealers are 


called upon to give evidence. 


WR. JOLLIFFE: I think Mr. Grummett is 


referring to the former bond. 


MWR. GRUMMETT: Yes. 
Q You promised to bring down a copy of the 
former bond which was used, 
A I forgot to do that, lir. Grummett, I am 


sorry. JI made a note of it, too. 
BY MR. JOLLIFFE: 


Q iw. Lennox, having regard to these avenues 
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for improvement which you suggest -- tnat is, closer 
scturiny by the Commission, the work of the Broker- 
Dealers' Association, the bond, and so on, -- they 
have been in operation during recent months, and yet 
you have told us that vou are satisfied there are 
fronts operating at the oresent time. 

A Well, I can only repeat over and over again, 
liar. Jolliffe, that, for the sake of argument, supposing 
three of our cancellations have been sponsored by the 
same group ‘or the same individual -- hope springs 
eternally -- but when it gets over three strikes, it 
begins to hurt. I think we have got to the point where 
it is no longer profitable for some of these pedple 
who have been operating through fronts -- 

Q “What was the nature of these applications -- 


broker-dealers or salesmen? 


A Broker-dealers. 

Q You say they were sponsored by the same 
individual? 

A I say, for the sake of argument, to take the 


number of cancellations which have taken place in the 
last year; supposing that three of those cancellations 
are related to the same sponsor,they may still think 


there is still a chance to make a profit, but if it 
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has arrived at the saturation point, there will not 





be any orofit. 


Q You were presenting a hypothetical case? 
A Yes. 
Q I understand, 


From some of the statements you have made, 
I would assume that you have some fairly definite 
ideas about who are the fronts and who are the backers 
thereof, even though you may not be able to prove it. 
You have? 

A I think that I have one group at least fairly 
well identified, and I think that tuey have suffered 
several casualties overa period of a year or So, 

One way of tracing the group is the way the salesmen 
transfer. 

Q You are advised, of course, of ahageee: 
in fact, you have to give your consent to all trans- 


fers of salesmen? 


A Yes. 
6) Do you say they follow a certain pattern? 
A If you make a study of the moves these 


salesmen make from deal to deal, when they start 
going around the circle a second time, you get a 


pretty good idea of where the group is. 
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That is only an illustration. JI would not 
want to tell you of all the devices, because Say 
Street would know more about what our Commission is 


doing, than our Commission does itself. 
MR, JANiS: Giving away your trade secrets. 
BY R. GRUMMETT: 


Q In other words, the person behind the 
front acts as a magnet to these salesmen? 
A He is the boy who cracks the whip for the 


salesmen as well as the brokers. 
BY WR. JOLLIFFE: 


Q@ Vhen you said that you knew of at least 
two factions among the broker-dealers, do I under- 
stand you to inean that one faction represents one 
backer, and the other faction represents the other 
backer, or a backer and his associates? 
A Probably I should not have said ‘two factions." 


I think probably a better term would be "two groups." 
BY MR. DOWNER: 


@ ould you say one group was anxious to 


do things on the up-and-up and the other group just 
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a little easier? 


A I would not make much distinction. 
Q You would not make much distinction? 
A No. 


BY MR. JOLLIFFE: 


Q If they both used fronts, you would not 
regard them as a very responsible type? 

A No. 

Q Is it not a fact, Mr. Lennox, that the 
legitimate end of the business, the legitimate 
houses, with whom you do not have any trouble, do 
not have fronts? 

A No,of course they do not. 

Q Or conceal the identity of the actual owner 
of the business? 

A Not that I know of. I do not know any 
reason why they would, 

Q Have you ever had any experience of any 
such case apart from the groups we have been discus- 
une 

A I do not know that I exactly follow you, 
but I have not had any experience except with the 


people who we believe are fronts, that is all. 
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Q And they are to be found within the thirty- 
five which you have mentioned, that is, the thirty 
or thirty-five? 


A Yes. They are within that group. 
Hon.Mr.Porter in the Chair. 
BY MR. JOLLIFFE: 


@ Would you not say thet at least three of 
the cases to which I have referred this afternoon 
Suggest very strongly a rather intimate connection 


between one printing house and some of the fvonts? 


A That is, the Jones case, the Price case, 
and -- 
Q The Hall case, the McGill case, the Jones 


case and the \Valker Hall case. 

A Oh, no \.alker Hall has nothing to do with 
that group in any way, shape or form. I told you 
yesterday there were people on Bay Street worse than 
Albert DePalma, and I think that lalker Hall was 
acting for one of them. 

Q According to your decision, he was the 
president of a printing company and ne also held 3- 
and no doubt purely by accident -- 427,500 shares 


of the company in question? 
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A Yes. That is a eareraunt who has not 
been remotely referred to during this investigation 
up until to-day. 

() Do you consider him to Be one of the backers 
or fronts? Apparently ne was in that case. 

A No, Hall does not sell securities. 

Q No; he was an investment counsel, but he 
was touting a security in which this creditor was 
very much interested? 

A Yes. In other words, he was running a 
tipster sheet for that individual. 

Q A different kind of front. Still, that is 
what it was. 

‘hat do you say to the other two cases -- 
the Jones case and the McGill case? 

A The Jones case and the McGill case are 
absolutely linked together in the reported decisidns, 
the noted decisions, 

Q Has any subsequent decision since August, 
1949, apart from the reported decision in the Jones 
case, related to the same backer? 

A I cannot be sure. I would be inclined to 
think that the Harry Price case is, but I could not 


prove it. It is only an opinion. 
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Q- I know the printing firm there was a 
different printing firm? 

A Yes, sir. 

Q But you suspect there was a connection beck 
to the same source? Is that right? 

A That is my opinion, uir. Jolliffe, 

Q hen I asked you if you have anything to 
suggest by way of amendment to the Act or otherwise, 
I want to be clear about what your answer is. Do [I 
understand that, first, you do not think that an 
amendment to the act would assist you in dealing with 
backers of fronts. 

A There is a possibility that this type of 
amendment to the Act would have an indirect result 
overall, and that would be an amendment to the Act 
to provide that all options should be granted direct 


to registered dealers, 


Q ‘ithout any intermediary? 
A Yes, 
Q That would eliminate sub-options. Is that 


what you suggest? 
A Yes. 
Q It would do away with sub-options? 


A Yes, it would do away with sub-options, 
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Q But you would not interfere with the practice 
of granting options to a grouo of broker-dealers in 
association with each other? 

A Oh, no, because they are exempted under the 
act, at any rate. If a broker-dealer took an option 
on a million shares, he could grant a sub-option on 
any part of that. It is a call, as they call it, on 
shares. 

Q) What you have in mind is an amendment to 
eliminate the unregistered middleman and eer on 
the option being granted to a registered dealer. Is 
that it? 

A I am not exactly recommending, but I am 


putting out a suggestion, - 


Q As a possible change? 
A Yes. 
Q What do you mean by that? Do you want to 


give it faiinad consideration before you make up 
your mind? 

oth The way I look at it is, that there are 
other people to be called totestify, and 1 think 
before we reach the voint where any definite recon- 
mendation should be made, that the whole situation 


should be canvassed -- I may be a little bit canny 
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-- but I feel that in many cases administration and 
legislation should be carried out on different planes. 
There is a little danger of intermingling things too 
much, 

Q Yes, quite. It is usual, I think, when 
legislation is being considered, to get the view and 


the experience of the man who has had to administer 


gags 
A Yes. 
Q Is there any other possible change in the 


act which you have under consideration? 
A I would like to leave that, 


Wd I mean on this point; I do not mean generally, 


because generally that is rather a large order. 


A Yes. 
Q But, on this particular part? 
A The industry might be canvassed on this 


idea. “This occurs to me. It is merely an idea, 

I have not thought of the feasibility of it, or of 
the practicability of it, or anything else. If it 
was mandatory that any dealer had to handle his own 
mailing within his own registered address, it might 
eliminate some of that trouble, because printing and 
mailing is often interlocked, 


(Q That is an interesting suggestion. 
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It has not bbeas out of your experience in 
some cases that the printing and mailing was handled 
entirely by a printing firm and passed out of the 
control of the broker-dealer? 

A I have a suspicion that that has been done 
in several cases, and I tnink probably there is a 
link between the printing house and the mailing 
concerned. You mentioned -- this is when we are 
talking on the same subject, as it were, -- that 
it is only feasible to get a recommendation respecting 
legislation fromthe person who is dealing with the 
administration. 

Q I said that it is usual to consult and 
obtain the view and the experience of the man who 
has. charge of the administration? 

A Yes. I go further than that. I say that 
the administrator's suggestions are really a result 
of canvassing the opinion of the industry, itself, 
the legal profession and other people who are 
associated with that industry. 

Q Oh, I think civil gervants have some influence 


on legislation and quite/properly. 


THE CHAIRs AN: I think Mr. Lennox! point is 


that legislation is something which does not just come 













7 : 
s. xonnet. ; Cain ys , 
Uae ale ee Pat bi 2 ae tes frat ( re ” ; 
" 7 i : Path 7 / ' 7 oars a) a ; : ty 6 _ 
- : re , * 2 ss ion 1 a ; eas 
‘ na f 5h nl ae rE ee Oy abiien, Se 
wee a Sih ‘Sore Cae Scien es wire - os +) Aki ei # = a Fag ee eas 
ark na > 7 























iV ie aster PHOT 20, J. naghas, gor aah, eee 0) 


- Al i 


MG belbasd cw antiisn bas “anteatay. ens ag, 258.90, ‘opioe. 


ns Reed 


Ons-to Jeo Degese bas int gateving 6 ys qdantarig 


| oe See Eeebaneslord erin’ to Lowtaog 


nesd ont tay. tert roto tqaue 8 avai b. De 
& 2: sions yidsdowd dab? T age ees, Lexayee, ns : 


aniftan one bie sano gatsnd bad ade Heswded, Asstt 


16 on Whdw et eis <4 packs sor, sbonssagee 
Te Poa ie Pt ow Gael zs EA a Ale ep, Ms tol. Ra Geet) a: Ree 


Sedd == asew gL ae Ti} Sf, Cue SERS. put HO. Mit Ae es no 
~ odo PO Pa i a hiv ' ot oA ae a ig 
Pa 


: ‘ ah Nd is : 
gnijJosqast moivebremmosey 2, Fag 9 sid.ige7 a9 zx OL 


ii eo ae | 
Wie eee eee). ee tea 


di? dicw geci seb af ow TOS TIE sdamet, woltat etast i 


te 


_snoldaeys gb a 
boe tiventoo oad) Laven ab 3F sand bees 2 2 
ty. ade etch a! 


'ngt terant ints aia ‘vo, eortes abs 


oe 
os ss ~ 


tmit Vee T Jas fata ‘tengget Os a S99Ty an 
alveet c xitegs ete enoss naga f Taeveraatatuba, ails 


‘tleedk ,.witegbre ent 6) 9] behen ony peboasvnes i 


te 7 rhe we) 


es nw VLaoey. hora ie Filer pokesttorg, ean ale 


te es, VE SCA het ef t ° ae 


ieee eat sant dtu beaetoogss 


shige © ay kee = ae Ps a 


oonsuLiak sino syed Otay TER: hvig srk a A) e 
* = ye : oe 


‘ ahd i ee ha i 
te SE set ae eieayk 3 wis weetaatt co 


a, a vs 
: o ate at 


> 
Bey 


ra, Lesincad DA tw: ni os 
yer Cosh eae y - 












et reat " 





ay 


: ear 
se 






OR Voda a ania th 

: @ 
_ emo? ae ton eesst dioiestinng estes an 

h 7 oy ; ‘oo ris 0 is 


2893 Lennox 


out of the mind of any one civil sefvant. 
MR. JOLLIFFE: Quite. 


THE CHAIRMAN: And any change of legislation 
has many effects which might cut both ways. Legis- 
lation which is going to destroy legitimate industry 
has to be regarded very cautiously and before hr. 
Lennox would want to put himself on record as 
recommending any change in the Act, he would feel 
out the various people who are chiefly concerned in 
the business, and no doubt with a view to the 
protection of the public, because ae in the 
business may not have that in mind sometimes, or 
some of them might not have it in mind as much as 
Mr, Lennox does, and that he would consider very 
carefully whether any change would have a practical 
effect of accomplishing a proper purpose. I am sure 
his view is not that recommendations of legislation 
do not come from civil Peaease as Most legislation 
is prepared by the civil servants, it is considered 
by civil servants, and al though it is not always 
acted on Sate ne form in which it is presented, 
nevertheless, os every piece of legislation, there 


is that advice to which the government has to turn, 
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MR. JOLLIFFE: To which every Government has 


bO Turn, 


THE WITNESS: As a matter of fact -- and 
Mir. MeTague can bear me out in this because it was 
his policy and my policy -- in all these matters it 
is the policy of the Commission to discuss it with 


the branch of the industry affected. 
BY THe CHAIRMAN: 


Q Yes, and for that reason you hesitate to 
be too dogmatic at the moment about any recommendations, 


and what you are suggesting as your proposal 


to a change is a tentative one? 


A Yes. 

Q Subject to further consideration and discus- 
sion? 

A Yes. There are always two sides to a question. 


In theory my idea may be wonderful, but there might 
be practical considerations to upset ny theories. 

& And, of course, governments do not always 
follow recommendations. The Government has to take 
the responsibility. as a matter of fact, the 


government has in mind, sometimes, what the Upposition 
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might think about it. 


MR. JANES: I think the witness is getting 


pretty tired. ‘ill Mr, Jolliffe be much longer? 
THS | ITNESS: I would like to see it through. 
BY hiR. HOUCK: 


Q Do you find that broker-dealers are 
prone not to criticize the Ontario Securities Commis- 
sion because of the fact you have the right to suspend 
or cancel their license? 

A To not criticize? 

Q Not to criticize you or your Commission 
for fear of getting inwrong with you or the Commis- 
sion? 

A If they are told not to, they certainly do 
not obey it. 

Q Are they prone to criticize, or not to 
criticize your actions and the Ontario Securities: 
Commission? 

A The Commission is silent on that point. 

I never told them not to criticize the Commission. 
I think, tir. Houck, it would telling the waves to 


roll back, to tell that organization not to criticize 
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the Commission, 


BY MR. JANES: 
Q You think thatis their privilege, I 
suppose? 

A And, as far as criticizing the act is 
concerned, there is no secret. One member of the 
Board of Governors every time he sees me, says, 
"Let us eliminate the provison about delivery of 


prospectus." It is just his battle-cry. 


BY MR. JOLLIFFE: 


@ Apart from any possible change in the 
Act, have you any other suggestion under considera- 
tion for dealing with the specific problem of the 
front man and his backer? 
A Not anything more than we are doing. We 


could intensify that. 


e) Has the power to make investigation under 
Section 23 -- that is, the Attorney-General's 
power, -- ever been. exercized in an endeavour to 


locate a back end ? 


A Section 23 is used in 99 cases out of 100. 
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BY Thi CHALTRMAN: 


@ For the purpose of locating a back end? 
i Yes. The Section there empowering the 
Commission to investigate one specific compkint or 
specific item, is rarely used because, as I told you 
before, you go in to make an investigation from one 
approach, and you end up with half a dozen different 


ones. 
BY MR. JOLLIFFE: 


Q I appreciate that ordinarily you use 


“ection 23 -- 


THE CHAIRMAN: ‘hich is now under4question 


in the courts, 
BY MR. JOLLIFFE: 


Q ---when you want an investigation to be 
made, but that might be for many different reasons. 
My questionrelates to an enquiry as specifically 
directed towards locating or establishing a back end 
for a front. Has it ever been used for that specific 
purpose? 


A Yes; because in every case in which we come 
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out with a finding whether the front is a "front" or 

an independent operator, it has been an investigation 
under Section 23, or without the aid of an investigation 
order at all. 

Q Is it not true that very often you are 
finding that a registrant © was not an independent 
operator following an enquiry initiated for some 
different reason? 

A Yes. Here is the sequence in the matter. 

It would be only the houses which are engaging 
in extensive mailings and extensive telephonings 
which would be likely to be "fronts" and the commission 
is continually checking on those houses, as I sid, 
of our own motion, over and over again, totry to 
control that situation and when we are investigating 
those people, we are investigating the people who are2 
most likely to be"fronts" and we often come up with 
the finding that they are fronts. 

Q Does it not also follow that if the 
extensive international mailings were not there, 
you probably would not have any fronts left? 

A That is quite possible; but my conception 
of my duty to the public is to regulate trading 


in securities without unduly stifling the free flow 
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of venture capital, and in view of the provisions of 
the Act, I do not pine it is within the power of 

any administrator to say there will not be any mailings 
across the border, or across the intemational line. 

Q In conjunction with that principle, do you 
not also have to consider the record? If, for 
example, you found that international solicitation 
was identified almost exclusively with a group which 
you knew or suspected to be front men, would you not 
take that into account? 

A Mr. Jolliffe, that is not a fact, because 
there are thirty-five now who have been involved in 
international Red ae Ah I do not think with any 

that 


degree of fairness, that you could even surmise/more 


than, at the outside, ten of them are"fronts," 


Q That is your estimate of the number? 
A Yes. 

Q At the present time? 

A Yes. 

Q After recent eliminations? 

A I mean, you have to have some reason, 


There are supposed to be some members of our legal 


profession sponsors or"fronts.” That is the kind of 
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gossip you hear, heed has to be hie ence Lor 3h, 
I would say that probably ten is the very outside 
figure, unless you are going to say a man is a"front!! 
because you saw him walking down Bay otreet with a 
promoter, 

Q I know what you mean, or, because they had 
lunch together? 


A Yes. 


MR. JOLLIFFE: I have no more questions at 
the moment, although I would like to point out that 
when we have had an opportunity to look at that 
literature, we might want to ask ur. Lennox some 


more about that. 


THE CHAIRMAN: He is always subject to being 


recalled. 
MR. JOLLIFFE: Yes. 
BY MR. HOUCK: 


Q Would I receive any consideration from 
you, or any preference, if I were to come to you 
with a deal and yourealized I had my own money 


invested, which would prove to you I was confident 
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about the venture I wanted to promote? Would I have 
more oreference than the fellow who would come to 
you as an O. P. M, Or simply taking money out of 
one pocket and putting it in the other? 

A I think you would have a preference in a 
negative way. I do not think it would be possible 
for the Commission to show any positive preference, 
as it were, but I think you would have a negative 
preference, because we would think that "This looks 
like a good proposition"; we would not be so suspicious 
in checking over. We might as well be perfectly candid. 
There are certain details in any matter with respect to 
which we put our strongest eye-glasses on in checking. 


That is only human nature, 


BY MR. GRUMMETT:; 

@Q When an applicant makes application for a 
license, are there any questions on that Berd cad on 
concerning his financial standing, his capital, and 
from where it came? 

A Not in the case of a salesman, but in the 
case of the dealer or broker the financial require- 
ments are all checked by the broker-dealers, tMTheir 


questionnaire is just as elaborate as ours, and if 
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it shows that he has met their financial requirements 
and if we are suspicious it is not hiw own money, or 
he is not making a full disclosure, we examine him 
under Section 12 of the Act. 

Q section 12. Does he have to take an affi- 
davit at any time that moneys used are his own and 
not those of someone else? 


A Yes. His application is verified by affi- 


Gavit. 
BY WR. HOUCK: 


Q -It is either his money or other people's 


money? 
A Yes. 
BY wR. JOLLIFFE: 
Q The application covers that point about 
resources? 
A The application is in the back of the Act. 


MR. McTAGUE: Here is a sample of the 


application, Mr, Chairman.. 


BY liR, DOWNER: 


Q Mr, Lennox, what percentage of the material 
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which is sent in by mail would be lawful and regular 


here, and irregular in the United States? 


A The United States hold that it is all 
unlawful. 
Q Irregular? 
A Yes. 
Q We had a letter from ir. McEntire, of the 5.E.C., 


It actually did not solve many of the problems, -- 
or, it did not, in fact, solve any. It gave us very 
little information. 
Do you think it would be of advantage if 

you got together in some way or another, talked these 
things out, and were able to cress-question, perhaps, 
one another? 

A | I doubt whether there would be much 
accomplished along those lines until the Federal 
authorities in both countries decide whether or not 


there is to be extradition. 


THE CHAITR..AN: It is quite apparent from that 
letter by bir. McEntire that extradition is the only 
thing they want. Apparently they are not prepared 


to carry on any negotiations on any other basis. 


MR. GRUMMETT: In comparing this application 
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form submitted by Ir. McTague, with the application 
form on Page 517 of the Securities Act -- it is 
called Form lvio.l -- there is more material required 
in the application presented by ir, licTague. 

For instance, Section 3 covers, I believe, 


the point I raised: 


"Is any part of the capital of the 
applicant represented by or derived 
directly or indirectly from personal 
joans or gifts to you and any member, 
vartner, officer, director, or any other 
person or company having any direct or 
indirect interest therein? If so, 


state full particulars." 


(Page 2905 follows) 
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And it would be to your cadvantago to have that in- 
form: tion in your «pplication? 

A I doubt it bccnusc the brokcr-doalors aro 
responsible for auditing theo affairs of thcir own 
mombcrship and -- 

Q Yos; but those mon are making applicstion to 
you for registrstion, 

A They aro, but thet job has dlroady becn covorod 
before their roegistrction is finalizcod vith thc Commission. 

Q Yes; but if thoy havo made a fclsco statcment in 
this application, that docs not nceccsscrily mean thoy 


have givon falsc inform:tion to you. 


THE CHATRWAN: Ycos; but cftcor they bocome 
Oogistcrod, they con incurr indobtcsdnoss to some 


Outside party. 


MR. GRUMWETT: Yos. 


THE CHATRMAN: Thet is whet happened in tho 
cascs described. The credit is cxtcnded aftor thoy 
arc licenscod; so that nothing in the application 
may be felse, at all, but after thcy aro liconsed, 
somc relstionship may bo cstablished Which puts an 


outsider in control. 
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BY MR. GRUMMETT: , 

Q. You might have a continuing scrics of stato- 
ments filcd monthly, eat different poriods, to thet 
effoct? 

A The brokcr-doclors are bottor qualifiod to givo 
thoir own cvidencc, but, as I undorstend it, they hcve 
on annual uwdit and they have a snap or surprise audit 


ovor and above that. 


BY MR. JOLLIFFE: 
Q. is that not what happened in tho Prico caso? 


A. No. Tho Commissioncr could have a surprisc audit. 
THE CHAIRMAN: At any timc -- and it does. 


THE ':ITNESS: And thet gucstion which the brokor- 
doalcrs heve directed in thet form is to onsuro that 
the man in his own right has sufficiont working capital 


to moct thcir roquircmonts, 


BY MR. JOLLIFFE: 
Q. Yos; but wo have secn whsre tho brokor- 
inadvertently 
dealor/would cnjoy rogistrcetion with the Commission 
and not bo a mombor of the B.D.A., as onc is now, 
as you oxplaincd yostcrday, it might 
happen again? 


A It happencd by mistake that a porson obtcincd 
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a registration with the Commission, If he had not 
obteincd registration with the Commission, he would 
obtain a renowol rogistration, which is somewhat 
aifferent;.but now, no brokor-doaler will be accepted 
by the Commission under the cxisting policy until he 
has mct tho requircments of tho Brokor-Dealcors' Associction. 

Q Yos; but the rencowal requires a statomont of 
particulars as to any chango in the facts sct forth 
in tho previous application. 

A -. I do not soo how that altcrs the question which 
Mir. Grummett brought up. 

Q, Well, it altcrs it in this way that if tho 
application required a statamont of particulars as to 
the finencial backing from somo othor source, it might 
be answered quite truthfully in the application, if 
it were on your application form, which it is not; thon 
on the renowal, the applicant for rencwal would be 
Oopliged to state whethor there has boen any change in 
that company sinco the application was made. In your 
form, as it is undcr the Act, you havc not this in- 


formation which Mr. Grummett quoted from the Brokor- 


THE CHATRWAN: Is this e« form undor tho 


rogulations, or is it stctutory? 




















Jor fod of tl yaoteeteicG ais agie 9: bivstdlges 2 
shah ia) 


bivow of aa tesx tamed ont {se no Bh eae lagn bombitde 


q eee! te 
tivatetnox nnenst. 


: r bes 
x. ae 
wolvesifauas avelvone adit 4 


oy 
ae | 
o 2 
5. | + r T 
- 2& pers y ees fiw WO OG VOM .OD 5. Ls 
by” ies 
a i” 
‘ oe) aes 
} heey og! * 2 lal ga py a ae yt eve ip +P a 
(7a Peg vet ai oni aig seek 
; 
} Ps Ae Te i fF PAY r 
u i : if i. 24 SBI Cr we ¢an0V i 
a . 
< e 
: Ae 
o y : in » Ph roe 
{ % ‘ ny ver "a tt ‘ Chiu ue oy 5 bunk 9 Oh OY be iG, 7) 1h oh ee 
, ia Bie 
e e 4 PS, J 
ne ub pA 4 leet le Pept eo ee ee fee 
i} J i * ‘ OVE Y 3 ts if (ho ¥ das a at f 74S. eas at Leh & ae by , 7 


taotiacgs off of ylintdtaxt otfiue Dor wre od ‘ 


ae 20 1 
be s 7; beh i i ae reat oath Aée at t 
whe i , ‘ 4 , 5, 4 hae 4, wf a? A 1 Ld \ Lh pPapey’ - he al Lia! 
} t ri . “ 
7 i; ' ms : - aq «a % erm 2+ FA =, f « ee aot oe Py 
i wiyow Esutude vat teoaklags oda. fevener obs sao 
a : ‘ ) 5 (aM E 
- i i 


A 9 ae 4 Kee t 
ivy stra cea set otond todpomir ofore oY bog tide 


" 7 4 he I 
a ni @fdd vom -cbSnouet .7oe Bae obey ae _ We at as 
tiw nord sa ah 


toa@ odd wow't botevp Foon) wee 
5 p Ay 7 ~ 







ehad a i 
Syz0 $9 2 79 3 
4 7 ar Hl 
i ‘ pt 7) i p 

. yy 


2908 Lonnox 


MR. JOLLIFYE: There has to be this distinction 
made. In somo of his decisions, Mr.. Lonnox has actod 
on the basis that the applicant withheld information 
which ought to have been discloscd to tho Commission. 
That is rather diffcoront. He would bo in a much weaker 
position if ho attomptcd to act on information secured by 


tho B.D.A. 


THE CHATRMAN: Excopt that there is an affidavit 
attached to this, as well. That is a more effective club 


than a breach of the statutory - - 
MR. GRUMMETT: I do not think so, 


THE WITNESS: Would it not work out, from a 
practical point of viow, in this way, thet, if tho 
broker-dealers found out the man had sworn a falsc 
affidavit for the purpose of joining thoir Association, 

they would canccoll his momborship and we would 
automically canceoll his rogistration? That is tho 


way it would work out from a practical point of viow,. 


MR. GRUMVETT: That boils down to this, that 
ony offence he has committed against the rogulations 
ef tha B.D.A,, if it woro in arcana toes. 
would bo an offence against your rogulations as woll. 


MR. JOLLIFFE: As well. 
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MR. GRUMVMETT: Yes. 


THE WITNESS: I am not suggesting that improvo- 
ments cannot be madc, but.this Act was rovisod in 1947 
and I have been too busy with the highlights of the 
administration, in vicw of the now situction croatod 
by tho brokor-dealers and cvorything clsc to get down 


to all the fine points, 


BY THE CHAIRMAN: 
Q. At any rate, it is a mattcr which is worth 


considcring? 


A Yes. 
Q It is a matter which is worth considering. It 


might bo well worth considering. 


BY MR. JOLLI?PFE: 


Q. It would not mean amending the Act? 


A No, 
Q It would be covered under the rogulations? 
A Yes. 


TH: CHATRMAN:s Is that all? 


MR. HOUCK: I think we owe ae vote of 
appreciation to the witness. Woe havo had him hero 


a long time. 


MR. JOLLIFFE: Yos. f£ think we are vory 
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grateful to Mr. Lonnox for his pationco,. 
MR. DOJNER: Enduranco, 


MR. JOLLIFFE: I hope he is not unduly oxhaustcd; 
but, aftcr some of the hearings over which he has 


prosidod, I should think this is duck soup. 


THE CHATRMAN: It is quito diffcoront, between a 


Witness and counsel, where the witness is undor oath. 


r 


MR. DOWNER: Mr. Cheirman, it is now ton minutcs 


er five. It is rathor Late to start another witnoss. 


THE CHALRMAN: We will rosumo at ninc. o'clock 
in tho morning. I think it would be rather foolish to 
open up anothcr subject at this vory lato hour. I om 
vyory sorry to kcoop you Waiting, Mr. McTaguo, but we did 
not know i~ would tako as long as it has. 

THe WITNESS: I wish to thank you, gcentlomon. 
---The witness rotired. 

---The furthcor proccocdings of this Committce adjourncd 


at 4,50 o'clock, P.M., August 83, 1951, to resume 
at G00 O'clock, A.M., Aueust 24, 1951. 
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Pi ee ee DR 


Toronto, Ontario, 
Fridcy, August 24th, 1951, 
9,00 otelock feM. 


Tho furthcr prococdings of this Committce re- 
convened pursucnt to adjournmcnt. 
All partios prcsont. 


Somc appoarcencos as horctofor notod. 


THE CHAIRMAN: Gontlomon, iwc will now come to 
order. Aro we ready to proccod this morning with the 


Brokcr=-Declcrs' Associ: tion? 
MR. JOLLIFFE: Yos. 


THE CHAIRMAN: Nothing furthcr cnyono wishes to 
bring up boforc wo go on? | 
Mr. McTaguc, you represent tho Brokcr-Declors? 
A That is right. 
THE CHAIRMAN: Do you wish to mako a statoment 
yoursolf? 
MR. McTAGUE: I thought I might bo of some help 


to the Comnittoc in thet way, bocausc ncturally I wes 
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in on the birth of tho Brokcr-Doalors, and so on, and 
porhaps that dovo-tails into tho activitics in which I 
was ongagod whon I was with the Socuritics Commission, 


end I am ready to answer eny quostions. 


THE CHAIRMAN: I think it would bo helpful to 
the Committce if you worc sworn as a witness, and gavo 
any information you have, as to the history of tho 


Associ-tion, 


MR. McTAGUE: I think that Mr. Wismer, who is 
the pormanent menager of the Brokcr-Dcealors!. Associction, 
of 
could give the ovidence from tho rocord/just what was 


donc, and thet I misht be of help to hin, 


THE CHAIRMAN: Thet will bec in ordor. Theat is 
following the samo procedure as wo did with thc Boll 


Telcphone Company and others. 


CHARLES P. McTAGUE, 
A witnoss being called and duly sworn tcestifics as 


follows: 


BY THE CHATRMAN: 
Q. Now, Mr. McTaguco, you at the prosont timo, 
ore ongaged in the practice of law in Toronto? 


A That is right. 
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Q. You act as counsel for the Brokcr-Dealcrs' Associa- 
tion? 
A That is right, sir. I am on rotainor with tho 


Broker-Decalcrs'associ tion. 


Q You are not connected with them in any full-time 
capacity? 

A No. 

Q They are only your clicnts? 

A YO". 

Q You wore, for a timo, the Sccuritics Commissionor 


for Ontario? 

fi Yes, for substantially threc ycoars; from Octobor, 
1945, to thc ond of Juno, 1948. 

Q 4nd during that time, the Stctutc which sot up 
the Brokor-Dcalcrs! Associ tion was introducod into theo 
Logislaturo and passed? 

A That is right. 

Q 4nd you had probs.bly a good deal to do with the 
recommendationsfipon which that Legislation was based? 

L Yos sir, that is right. 

Q Lao not think it would be very uscoful for mo to 
ask a numbor of dctailcd questions in a sort of 
cxamination in chicf. I think porhaps from this point 


on, you might bc prepared to give us goncral statemcnts 
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as to the purposcs se had in mind for the organization 
of this Associction, and the powcrs which wore givon 
them, and your whole concoption of tho Brokor-Dealers' 
Associction as an intograol part in tho regulation of 
the sccuritics busincss. 

A I should bo very glad to try ond do that, Mr. 
Chairman, 

was 

When I/first appointed to tho Sccuritics 
Commission, my appointment was as Sccuritics Commissionor, 
which was under tho old Act of 1937. Tho 1945 Act had 
not been proclaimed , but it was only a mattor of 
porheps two or threc weoks when it was proclaimed, and 
I was designated as Chairman of tho Commission, undcr 
the now 1945 Act. 

I had nothing to do with tho preparation of 
that Act. Thero had bocn a Commission, known es the 
Urguhart Commission, which had mado a fairly thorough- 
going study of conditions in the socuritics business, 
particularly in so far cs it related to tho mining ond 
of it. I think my friond, Mr. Jolliffco, can vouch.for 
the fact that during thet time I was in Ottawa on the 
National Labour Board, where wo usod to soe quitc a 


bit of onc another. 


MR. JOLLIFFE: Yos, that is right. 








7 Partin see Bon ne an mm, old ee F * oO 
| HSTy SSLKSS tO. CNT, OT Lake at Sod Lov eteccrum orf og en 
. uy a Pr 
1 oh Sara ut ret 
° . e} r in a « _ % ry " ‘ ca 
1eyks oro eisy anoweg ond Bad .noltoioggem aiae Sq 
~~ an me a. = ‘ P29 - , 
ra Od~  toOyoTe ods Do. sOiydeohso ofedey woe Bas meld 
é , is = g 
to qaiteiusaot ode al tase Lorsotad ga ea nétsea toGees 
soe? ie ie ve ho ’ 
eeogield aoisinioca’ ond 
i wr ab, 2 no ab wey r' an a  o * % 
au PAE) bch ee eS VE a Bos hay OO. Hivota zi a: 
‘ : ae i ee rie = 
f 
Moni tad 
a # o's en ae 3 
rit trons ops. oe botafiogqun. te tlt dT rony 
« * . - cpt: © ~ > * 
- at "i a Ve rt i os - ™ ciel af the RiOGgga — sO Les famog 
" ne ., * . 
i 
Pig. Loa obeJ ri 2¢61 30 tok Bie off xobeu est dotde 
: Fan ‘ P de : i a set bi 
O83 {i sow tf dud, BRottofoorw mate coe 
r r eo sh - a f ~ ot ” oo iter? ~ at *¥ 
ve be EI ae = 2, AW BHOOY Goris So oieg ego sod 
* Spe WAR . Ap “—t 
TOR HOLS 4 ' O64 29 Naty ied ac: Devomteok ened 
oS ere a) = - 
au Den Grol 1 US ont 
ay Sy ot ; pes 
PO. AOD eae ody Aggie of oF watAton Bad F 
’ ( . . -, 
. “ . 7 be rt \ mm 4 7 mh 
ont 80 WOR . 20 m000 5. 208 ad. otenl) .csA 2685 
* . . i mn se) - bs 
“Maavords YsE aha, obs | Te Shug ey 
. es 
a a ~ P no a So) oO " rays “ 
A eM! a? hy Se het : he ka at i zak “a OTT SOG pee he hers, nds ase 5 = nee 
i se theca ies On 
= ve Pre . Scar’ r —— rit - > ae fase ey Pt pes 
oy Leaves tobi eh BY ape we er $2 _ WW il pe Ole TeA + Ex bits fs To 
a ‘ ie en eee aie iene IAL 
7 * Cove is “ 4 moe o . ~t ny af « ; 
‘f phos aN ,Orzritep. ah sg PHAOLTT yn Ania DT «eb So 
Rats : an : oary ete eae ea 
= an >t" re © cnr TT me E ans Y sot Pa: - 
ST GO. Nose Gh gtd oh tot sabre tates oo. ee 
- - * . 4 % : aa tee Tax 2 ae ay * 
B oxyap ede wa Hoss-oy orady Girton  ehodal lances 
ria he ed * 3 a - = 
z 3 : ite = op ices - any ea: i 





stontoss, ono “oa tig 













a) 






2915 Mc Tague 


THE ‘JITNESS: Theo Comuaission, I would say, was 
in a badly disorganized stato when I took it over, but 
I was vory fortunate in that it was just at the timo 
when the boys worc coming back from tho armod forcos, 
in October and Novembcr of 1945, and I was able to 
erecto an organization contred around poople of that 
type, pooplc, who, in the main, had served overscas 
and wore on thcir way beck. 

Among them was lir. Wismer, who is associated 
with me now, and lir. Cameron, whom I see here, was 
another one. There were quite a number of them. 

That Act of 1945 contained a provision civing 
the Commission the power to review the activities of 
people who were engaged in the security business, the 
idea being apparently that the new Commission, in spite 
of the fact that a man had been registered, the 
matter could be reviewed and if it was deemed in the 
public interest, there was another Section which 
provided that he should lose his registrsetion or 
license, and that was it. 

A greater part of the work in my regime 
consisted of reviews of registrations to a large 
extent. 

But naturally, at that same time -- during 


that period -- one had to examine into the difficulties 
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which had presented themselves in the securities business. 
I think members of the Committee may recall that prior 

to the time of my appointiient to the Commission, there 
had been quite a vigorous campaign about the so-called 
"stockateering" -- as it is still called -- in the United 
States, and some of our journals here had entered into 
that, and also a great deal of that had eminated from 

the States, and naturally it was a problem which had 

to be faced. 

I should like to make it very plain that I had 
the same"philosophyY as I would call it, and policy 
which Mr. Lennox expressed yesterdaythathe himself had, 
namely, that the job jadninistering the securities 
business in Ontario, is one that involves not only the 
matter of restraining people from doing certain things, 
but it is very much concerned, in my opinion, with ths 
encouragement of obtaining risk capital for the 
development of our natural resources here. That involves, 
in my opinion, naturally ,the obtaining of money where 
you can obtain it. I am not suggesting that it be 
by bootleg methods or fraudulent methods or anything 
of that kind, but I think that is sine qu&non in a 
planned economy, such as we have here. 

Taking that basic proposition, then I think 


you have to give some consideration -- and I 
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am going to try and clear the air a bit from the point 
of view of the difficulties which are involved in 
regulating people and regulating the methods, and so on, 
which are employed in selling securities internationally 
or inter-provincially--and in my opinion -- and I have 
given this opinion in writing; I was asked for it at 


one time by the Securities and Exchan e Commission -- 


BY THE CHAIRMAN: 
Q. That is in Washington? 

A In Washington, yes sir. I.am of the opinion 
that the sale of products, what we call “trade and 
commerce" of an inter-provincial kind, and of an 
international kind, is primarily within the jurisdiction 
of the Dominion government. I think that is a sound 
proposition. Mr. Wismer may have a copy of the opinion 
I gave at one time. 

It has come up in the Marketing Protection Act 
and so forth, where the marketing body, an agent of 
the Provincial government, had undertaken to fix prices, 
and that sort of thing ,and define the methods by which 
national products can be sold. And there is a British 
Columbia case where they tried to discipline, as their 
Act purports to give them the right to do , a grower 
who was selling in Oregon, selling outside of British 


Columbia, and it was held that a Provincial government 
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had no power under a statute to attempt to regulate 

what was, in effect, in that case, trade and commerce 

into another jurisdiction -- intern-tional trading. 
There are a number of cases’. There is the 

National Products Marketing Act case, which is a British 

Columbia case, found in 1936 Supreme Court reports and 

so on. 

I want to put this proposition to you, that al- 
though that is my opinion as to the constitionality of 
the matter, I am guilty to this extent in connection 
with one Section of the present Act, which purports to 
prohibit telephoning in connection with sales inside 
or outside of Ontario. I do not think we could do 
anything about it by way of enforcement, except we 
could take licenses away. That is a sanction which 
exists in the Act, namely that where it is deemed in 
the public interest to take away a registration because 
somebody is not acting in what the Commission deems 
to be in the public interest, you can get at it in 
that way. 

I would be quite strongly inclined to the 
view that if a prosecution is taken in connection with 
a phone call outside of the Province of Ontario, it 
would not succeed. 


I think that is pretty much in line with the 
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decisions to which I have made reference. There are 
several of them, as far as that is concerned. 

it is 

But fi hen it comes to administering a provincial 

trade 

statute, and within its confines, try to regulate /inter- 
provincially and internationally, that you are 
always in a bit of difficulty, and although,in my 
Opinion, under the circumstances, the job is being 
very adequately done at the present time by the 
Commission, under the Chairmanship of Mr. Lennox, there 
are difficulties. 

Then there are certain other things which came 
to my attention fairly soon after taking over the 
Chairmanship of the Securities Comission. One was that 
the Street was divided, in a way, into three sections. 
There was the Toronto Stock Exchange. 

The Toronto Stock Exchange, if my memory 
is correct, was incorporated by /act of the legislature 
here, about 1878, so that it has had a very old history, 
and a long experience in connection with the disciplining 
of its own members and so on, 

Then there was the Investment Dealers Associstion. 
The Investment Dealers Association has been in existence 
for fifty years, It was formerly the Investment Banking 
Association. It had largely to do -- the business of 


its members --withthe sale of municipal and industrial 
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bonds, government bonds, and so forth, preferred stock, 
originatine issues in industrials and so on. They did 
very, very little in the mining field although there 
were some houses connected with them, like Nesbit- 
Thompson, who have done some very constructive work 
along that line. 

Then you had the rest of the Street which in 
my time, at the beginning, I would describe as some- 
thing in the nature of a "jungle", You had to deal 
with each section separately. They set thsir own price 
spreads; what they would buy stocks for; what they 
would option them at,and so forth. I can recall in- 
stences where stock was being taken down from companies 
at S¢g and ‘7¢, and being offered to the public at 
90¢. 

Then there were sO many cases, quite evident 
in that period,whers you would have people who would 
start to finance an operation and bring in a mine, we 
will say, and they would get stock very cheaply and 
sell it at a good profit. ‘hen I camein there, they 
were entitled, under the rule the Commission had made, 
to draw down one vendor'sghare for every share that was 
sold, so the wendor$ shares were out, and the 
temptation naturally was to get the money out, 
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shareholders were not getting any “run for their money", 

Of course, it is probably natural for me, 
as it would be for some members of the Committec, having 
been a member of a profession =a eee with its 
own discipline -- I am reforring to the legal profession -- 
and of course, I had scmething to do with some of the 
others, like the professional engineers and others -- 
to think that while it might take a little time, if 
we were going to tackle this problem in a constructive 
way, having in mind what I have already referred to,such as 
the handicaps which exist constitionally, and so forth, 
the thing to do was to try and get that unorganized 
cn ac the Street organized. 

I will be quite frank with you, and say that I 
went to my Minister at the time, the then Attorney 
General and outlined my views, and put the proposition 
to hin, endwant from him to the Premier, and I did 
take it. that I had authorization to go out and try 
and convince this body on the Strect entirely un- 
organized, that it was in their interest to organize, 
thetthey had to.take hold of their own situation, 
and become a constructive body for the discipline of 
themselves in 4 way similiar to that of the Toronto 
Stock Exchange and the I.D.A. 


I conducted numerous meetings, called the 
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Stock Exchange and the I.D.A. into the picture, edd 
they were very helpful. As e@ matter of fact, it was 

my opinion that those houses on the Toronto Stock 
Exchange, which engaged in primary distribution were 
not simply selling as brokers on the xchange itself, 
but they should become members of the Broker-Dealers' 
Association, and they did. I think there are some 
twenty-eight firms now on the Toronto Stock #xchange 
which also belong to the Broker-Dealcrs' Association, 
and on the Board of Governors, there are three 
representing the Stock Exchange, and my own permnal 
theory was, that these people belonged to something 
in the nature of what you might call a profession which 
was accustomed to handling discipline and regulating 
the business and they would be a very important and 
constructive factor in connection with the government 
of the Broker-Dealers'Association, and it is my 
conviction that they have been, 

Well, there were such things as the literature 
which was going out, and so on, There was not any 
check’ norcontrol nor perusal of it, The Commission, 
at one time -- before my time -- did peruse the 


literature. I think it was Mr. Beeres. 


MR.JOLLIF®H: Beere. 
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THE UITNESS: Yes, Mr. Beerc. He did that job 


for some time, but as I understand it, it was considered 


that was objectionable in that people got the impression 


that there was something in the nature of the stamp 

of government approval on it, in view of tho fact that 
a government agency was checking it, and something had 
to be done, I thought, about that. 

Then there was the matter of audit. We, of 
course, at the Commission, had the pover of auditing 
any house as far as that is concerned, and still have, 
in that connection. 

I would like to emphasize this to you, 
gentlemen, that the enactment of the Broker-Dealers' 
Act, did not take away any powers of the Commission at 
all. It was never intended it should. The powers of 
the Commission remained the same as they were. It was 
hoped that the Broker-Dealers' Association would be 
an arm which would work along with the Commission, just 
as the Stock Exchange and the Did, had heen working, 
in so far as that is concerned. 

In what I call “the early days" -- although it 
is relative; the days when I was there -- another very 
serious problem arose and that was the problen of 
salesmen switching almost at will. It is true the 


Commission had to approve thc transfer, but they were 
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switching almost at will from one house to another, 
and that created a bad situation, and it seemed to 
promote a certain degree -- perhaps a large degree -- 
of irresponsibility on the part of salesmen who were 
just jumping from one place to another. If some dealer 
had a good deal which, in the parlance of the Street, 
was"hot" at the time, and they were able to sell, 
when it began to cool off the salesmen left and looked 
for enothor "hot" dcel. That was the way it was working, 
with no control, and no understanding amongst the 
people on the Street. 

Another matter -- and a very important matter -- 
in which I consider great progress has been made, was 
in the matter of building up treasuries of companies. 
As I say, there had been a tendency when they used to 


refer to the "moose pastures" -- 
MR. GRUMMETT: They still do. 


TH: WITNESS: Not nearly as much, Mr. Grummett. 
The "moose pastures", if you want to get it down 
to a refinement of what it meant, was a piece of land 
picked out and staked, and someone would incorporate 
and start to sell stock, and they would sell enough 
stock at enough profit, and draw down the vendors 


shares to which I have referred, and then the property 
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was left to the moose, and that was that. 
MR. JOLLIPFFE: The moose got it back anyway. 


MR. GRUMVETT: The moose had it all the time. 


People never made use of it. 


THE “TTNESS: I am quite sure if an examination 
were made of statistics today in that regard, you would 
find a tremendous improvement in that respect, over a 
comparatively short period of time. I will leave it to 
Mr. Wismer to state just what steps the Broker-Dealers' 
Association, as such, has taken to help the Commission 
in the work, and I do think that the results are pretty 
Obvious, that there is a vastly different viewpoint. 

All this has to do, I think, sufficiently with 
the Brokser-Dealers' ere and at the same time, 
with another problem which has been before you for 
consideration, so that it is relevant for me to speak 
to you about it in the position I am in, from the point 
of view of the Broker=-Dealers' Association, and 
naturally, also, to make reference to it as I found it 
in the capacity I was in as Chairman of the Securities 
Commission for three years. 

It was very obvious that there was a difficult 
Situation, as far as the Securities and Exchange 


Commission in the United States was concerned, and not 
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only with them, but with the various State Commissions. 


I hope you realize end appreciate perhaps, the importance 


of the situation which exists on this Continent in 
respect to securitics sales. 

You have forty-eight Commissions in the United 
States; there are forty-seven State Commissions, and 
then the Securities and Exchange Commission. Nevada 
has not got one. 

We have nine securities Commissions here in 
Cenada. JI do not think Newfoundland has one, and -- 
this is perhaps rather a guess on my part -- but I 
think perhaps they have something of the same technique 
and some of the sane provisions in their companics' Act 
as are to be found in the Insurance Companies' Act, 
where there is not a separate securitics Act. 

Now, there has beon a great deal of publicity 
which was adverse to Toronto, Ontario, and Bay Street, 
and, of course, one had to try and find out how one 
might be helpful in connection with that situation. 

I have met the Chairmen of the Securitics and 
Exchanges Commission on many occasions. I knew them all 
during my regime: here, there was first Mr. Purcell, 

Mr. McCaffrey, Mr. Hanrahan, and at the present time, 
Mr. McDonald. 


At any rate, I met them at meetings of the 
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security administration, and I have made trips to 
Philadelphia while they were still there and I have also 
made trips to ot TY I discussed this problem 
on different occasions with them to try and find out 
what waq could do here to co-operate in their problems, 
and how we could be of help. 

| Now, I found them very fine people, and I am 
not only speaking about the Chairman, because I knew 
him, but also the ofher officers#f the Securities and 
Exchange Commission. I found that even at that time 
there was only one thing in their minds and that was 
the matter of extradition, 

When i first came into this picture, there had 
been a Treaty signed between the Dominion government 
and the government of the United States with respect 
to extradition, amd although it was my opinion as a 
lawyer, at the time, that it was a horrible kind of 
business, ee people who could hardly be- said to 
be in the field of crime by the longest stretch of the 
imagination, into difficulty in that regard, I took 
no position in respect of it at all. I did not make 
a representation ‘and I did not mike a comment of any 
kind, arid the matter came up before a committee in 
Ottawa, and there it died, as far as I know. It did 


not come into being anyhow. 
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BY MR. JOLLIFFE: 
Q. I think it was withdrawn, Mr. McTague. 
A I believe it was. 
Nensard shows the statement by the thon 
Minister of Justice, who is now the Prime Minister, 
explaining that it was withdrawn. 
T.2 CHATRMAN: The agreement was evidently 


Sipned but nover ratified, 
MR. JOLLIFFE: The Bill was withdrawn. 


THe “TIINESS: That is right. 

As I say, the whole burden of opinion was that 
everything would be cleared up if extradition came in. 
And the only time I ever made any comment on it, up 
+O the present time, was when I was asked in Washingtor 
‘What abouv it?*, and at that time I told them very 
frankly that in my opinion they were asting too much; 
that they were introducing clements to extradition 
which had never been dreamed of, and that they had a 
perfect right to get some form of extradition, bout in 
my opinion tney would never 'get by"over here until 


4 


they modified their views a great deal, and put ina 
basis where you had a crime in both counties, which was 
recoenized by both, and unti=. you got to thas funda- 


mentel proposition, there was no use in going amy 
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further with it. 


BY THE CHAIRMAN: 

Q. Are you in a position to elaborate a little 
more fully on the sort of offences that extradition 
Treaty covered? 

A Yes, I think so. But I can only do it from the 
document in front of me. 

Q Is that (indicating) a draft of the Treaty? 

A This (indicating) is a Treaty for extradition 
of criminals between Cenada and the United States signed 
at Washington, April 22nd, 1942. 

Q That is the Treaty you have mentioned? 

A That is right, yes. 

Q I think we should have ;eopy of that. 

A We have it here to file with you. It is very 


long,as far as thet is concerned. 


THE CHAIRMAN: Have we a copy in the Securities 


Comnission? 


MR. CAMH.ON: No sir, there is one in the 


legislative library. 


zn 
THE “'ITNESS: I have one here (indicating). What 
we could do, gentlemen, if you concur, is to have 


seven copies of this document run off and furnish each 
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member of the Committee with one. 


THE CHAIRMAN: I think it would be useful 
as an Exhibit, because there has been a great deal of 
discussion on extradition, and the obstacles, and so 
on, not only here, but in the press, and I think we 


should know exactly what was involved. 


MR. GRUMMETT: I think we should have eight 
or nine copies, because each member of the Committee 


will want one, and Mr. Vickers will want one for filing. 


THE WITNESS: I have before me a brief which 
was presented to the Parliamentary Committee in Ottawa 
in respect of the proposed Treaty 7 vas put forward 
at that time by the securities dealers here, 

I should mention that thcro has been an 
organization in what I called this "organized group", 
which was known as the ere. Securities Dealers’ 
Association, a Uo eee eee before the 
Broker-Dealers' Association came into being, but it 
has broken up. 

Some body yan was talking about "factions" 
yesterday. There really were factions in the Ontario 
Securities Dealers' Association, and admittedly by 
the people on the Streot,they wrenot effective at all. 


I mention it because it is in the brief which is before 
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me, and this outlines the objections which were taken 
by the Street at that time and I suppose successfully, 
because, at any rate, the Bill was withdrawn, but I 
do not know whether this was the onlv one. [I do not 


suppose we have any more copies. 
MR. WISMER: I can gst a fow more. 


THE WITNESS: If you do that, it will outline 
the attitude of the Street toward the Treaty 

Going on from there; as I say, that was all 
that was suggested at any time. During my time as 
Chairman of the Ontario Securities Commission, in spite 
of cerinite invitations being given to the S.E.C. to 
furnish particulars of offences which they claimed 
were being committed wholesale, I never received any. 
here was none received in the Commission, in my time -- 
in three years, and, as I say, they were invited. 

The cnly record I remember finding in that 
respect in the Commission was cne which had to do with 
some particulars which were given accompanicd by 
fidavits, regarding a situation in Detroit, and the 
then Commissioner, as I recall from the files, Mr. 
Whitehead, went down and examined thess people, and 
cams to the conclusion that ‘e affidavits could not 


possibly set out what had occurred, so no action was 
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taken. I speak from memory there, but I think the 
record will establish that. 

During my time, no cases were brought up -- 
nothing whatever. 

Then, after leaving the Commission, I appeared 
before the Securities and Exchange Commission in 
Washington, in October of 1949, as Counsel for the 
Broker-Ucelers' Association, and at that time I made 
certain definite proposals to them, namely, that they 
might extend the effect of what I think was called 
"regulation '‘A'" -- Mr. Wismer will heave the document -- 
which did exempt from filing in the long form, securitics 
up to $300,000.; that is, they were exempt from a 
long form having to be filed, end the attendant long 
delays which happened there, and so on, 

We made that proposal at the time and suggested 
that age might be a regulation "Bt" which could 
oxtend oh the same basis as they did to their own 
people, to the Canadian mines. It was my theory and 
conviction at that time that was dey i heee in ‘aocord 
with pronouncements which had been made by President 
Truman, as to the desirability of American capital 
being invested in countries which were in alliance 
With the “free world", as we call it. 


We had a very nice hearing. It lasted all one 
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morning. There were quite a number of questions asked 
in connection with the problem. It was as a result of 
that, that I was asked for the opinion to which I have 
already referred, in connection with it. 

It was a little bit depressing, in a way, 
to find out that at the very time these discussions 
were going on, representations were being made, that some of 
the S.E,C. group were moving for mail fraud orders 
and fictitious orders, which subsequently bore fruit 
at a little later date, in the way of mail stoppages 
in Ottawa. 

I know, as far jthe Broker-Dealers' Association 
was concerned, we asked to have particulars given to 
us of what was said over the telephone and what the 
complaints were about, to give us a chance to deal with 
them as a disciplinary matter. We were assured that 
these records would be sent to us, and that the 
Association would have an opportunity to deal with the 
people who used the telephones, and who Were alleged 
to have used high-pressure and false statements and 
one thing and another like that. 

In spite of that assurance, there has not 
been one single thing come to the Broker-Dealers 
Association in answer to their offer to be helpful 


in that regard, in the way of discipline. 
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Now I know -- and I believe everybody clse knows; 
certainly the members of the Committee here -- that 
this telephoning business is about the hardest thing 


and the most difficult thing to prove. 


(PAGE 2935 FOLLOWS) 
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These salesmen feel there is not going to 
be any record kept over ae eechicna. and if the 
yersonat the other end says that they said something, 
they can deny it, Put that does not create an 
impossible situation. It is covered, as far as the 
Broker-Dealers' Association is concerned, in their 
code on ‘ethical conduct and I reasonably believe 
and I have no doubt, but that these situations 
could be taken care of, 

Literature is not the big difficulty to-day; 
it is this phone business, Although it has always 
seemed to be talked about, avery significant thing 
in connection with these wholesale generalities which 
are made about fraud and all the rest of it, that 
I do not know of a case which has been proceeded with 
in our courts -- and I am speaking about recovery in 
civil actions of fraud -- against anybody on the 
street, either here or in any other jurisdiction, 
and it always has seemed to me that surely the 
people who are being defrauded -- if anybody is being 
defrauded in the true sense of the word -- must have 
sufficient means -- at least some of them -- so they — 
could seek a remedy in the courts on the basis of 


establishing civil fraud. 
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The last case I remember in connection with 
that is the case of Piggott and company, the 
Construction people, against Nesbit-Thompson company, 
and that was probably eight or nine years ago. 


I do not recall any cases here -- 
BY THE CHATRLAN: 


Q@ That was not a broker-dealers! case? 


A No, it was not. 
BY MR. JOLLIFFE: 


Q Did that relate to telephone calls? 


A No, it was a straight case of fraud. 
BY THE CHAIRMAN: 


Q It was in connection with some bond issue, 
A Misrepresentation in respect to a bond issue, 


yes, 
BY MR. JOLLIFFE: 


Q I remember the case, It is not very often 
that any litigation is based on the evidence of 
telephone calls, for obvious reasons? 


A That is right, and there is nothing I know of 
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which will prevent anybody from bringing a case for a 
fraud alleged to be committed over the telephone. It 


is a question of who will be believed; that is all. 


MR. GRUMMETT: There is very little use in 


presenting it. 
BY TH2 CHAIRMAN: 


Q (n the other hand, if they do not proceed 
with the civil action, you would think there would 
be out of this very large -- at least alleged --- 
mass of so-called fraudulent transactions that 
some specific instance would be laid before some 
Securities Commission. 

A Oh, yes, I would think so. 

Q there seems to be an amazing lack of any 
specific instances which have been laid before this 
Securities Commission. 

A I do not know what transpired in Mir. Lennox! 
time; I can only tell you what transpired in my time. 
I did not receive any, at any time. 

L think. eentlemen; I might try to sum up 
as far as the Broker-Dealers' Association is concerned 


by sayin; that it was established somewhere about 
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December of 1945, In fact, I had not been with the 
Commission very long when the first draft was made. 
Mr. Wismer was doing the hard work at that time. 

Eventually I felt that the Securities Act 
had to be brought in line with that change in view- 
point, and change in philosophy, and that was done, 
too. 

I might say that in connection with both 
Acts, there was consultation with the I.D.A., there 
was consultation with the Governors of the Stock 
Exchange; there was consultation with representative 
people from the unorganized part of the street; 
there was consultation with lawyers who specialized 
in industrial issues -- those who specialized in 
mining -- there was consultation with the Institute 
of Chartered Accountants,which had a whirl at it 
officially, the Association of the Society of 
Professional Engineers, and eventually out of that 
type of concerted effort, these two Acts came into 
being, although I am not claiming, of course, that 
the accountants and engineers had so much to do with 
the Broker-Vealers' Act. They did have with the 
Securities Act, And they were aware of the other 


Act, as far as that goes. 
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So you have this Broker-Dealers! Association 
founded. 

The thinking, or philosophy, or policy back 
of the idea was that it might take a little time, but 
if wé permitted them to become organized, and take 
hold of disciplinary matters, it would be a healthy 
move, and it would work out. I think if some of you 
are interested -- I am not sure whether it is out yet, 
but I think it probably is -- there is a new work on 

security legislation right across the country, 
written by the Chief Counsel for the S.E.C., that is, 
Mr. Lewis Loss, who is a good friend of mine, and 

I think you will find this theory and policy commented 
upon favourably there. I know it has been cc ‘mented 
on favourably in some of the faculties in some of the 
leading universities in the United States, because when 


I was here, I exchanged correspondence with them. 


BY MR. JOLLIFFE: 


Q that isthe name of that book? 
A I have forgotten the name of it. AS a 
matter of fact, I have corresponded with them, and 
it was in the process of being written, It must 


be out by now, I think. It was supposed to be by 
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this time. 

I think it is entitled "Securities Legis- 
lation", If there is anything additional to the nane, 
I do not recall exactly what it is, but it covers 
securities legislation across the whole world, 

Q Including Camada? 

A I presume it takes in all of Canada. Il 
know it takes in Ontario, and I have gone to the 
point of locating some of the statutes, since the 
references were made in i.r. Loss's book to specific 
cases. 

I think perhaps that is all I can usefully 
Bay with respect to the birth of the Broker-Dealers' 
Association, and the ideas which were behind it. As 
to what it has actually done, Mr. |\-ismer can pick 
up from that point. As I said at the beginning I ar 
very glad to submit myself to any questions which 
any members of the Committee may want to ask about 


the matter. 


THE CHAIRMAN: Gentlemen, are there any 


questions? 


BY MR. JOLLIFFE: 


Q That is about the birth of the B.D.A.? 
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A I do not care if you want to go back to my 
time as Securities Commissioner. I would be glad to 


go into that, too. 


wR. JOLLIFFE: It may be more orderly to 


discuss first the origin of the B.D.A. 


MR. HOUCK: Before we get into that, may I 


ask this question? 
BY MR. HOUCK: 


Q ‘will you tell us your own personal 


feeling about extradition? 
MWR. GRUMMETT: I think he has. 


THE ‘-ITNESS: I da not think anybody can 
fairly complain about the principle of extradition, 
be it securities dealers, or who it is, just so 
long as it is founded on a traditional basis of what 
constitutes real crime, recognized on the part of 
both sides to the treaty. 

I mean that some people have queer defini- 
tions for "fraud" and you will get some beauties, 

I can tell you, if you want to pick up some of the 


statutes constituting state commissions, and there 
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are some pretty good ones in the 3.8.C., too, as far 
as that is concerned. For instance, it is "fraud" 

to sell a security which has not been registered. If 
my recollection is correct, in the Stase of ilichigan, 
it is a fraud to do anything contrary to the provisions 
of tne Act, and to do anything contrary to what is 
contained in the regulations, or which may hereafter 
be contained in the regulations, and so on. You just 
cannot go for that. After all, fraud is not a hazy 
thing legally. It has been pretty well defined and 
Outlined in definite cases;the judges made laws in 
the civil field, such as in the case of Derry and 
Peake, and in the criminal field, it is pretty clearly 
set out in the Code. 

I suppose if it is a proper kind of treaty 

which applies in the same way that extradition does 

to murder, rape, robbery and arson, and various other 
things, nobody would have any objection in principle, 
but when you try to stretch it so as to create new 
crimes of a kind which oe not recognized, 1 suggest, 
in my opinion, that is drawing too long a bow, It 

is not the place to do it. 

BY MR. GRUMMETT: 


Q Mr. MceTague, all crimes at one time had 


VE v'< 
* ; 
: sy 
5 i 
ws 
. 7 
4 
ae pe 
T Pag 
j 








% 
i 
- 
Ls 
! 
iJ 
L 


2 or 


nuntwo Ils ,segeTon .a 2 | 









oie Wi ens Dooy Yotet sme 























Pe =~ ee 
im NOlnwW ydrsvgee s 
: ; i 5 
] oer 200 al Lioss? 
rip 
ay Wd AEA TLS OR GOT Ae 
x - fees pate 4 
. ; eS PR Ch oN : on 
~ . 2G = 
+ ' ~~ on She Je > ih fis 
a is oe > 
/ , i tp q ’ : Vi Bes) ha 
rr ‘ek Z i > C 
; oe x oe Nie ewok St SY ah taeee those aA 
; 43 "TO tH va Bet. 4 ae) JOMIAD 
s - 
' 9 tease 
» 3 
r aivv A? 
- \ a 
a] * ) a 
: 
/ a oe ad i¢ 
. 49 
o8ts Sie yieddo s .sqar oTehivm og 
y £ j “. i 
4 * TRS oy ist fe ‘ #55 odog 
7 . SMe IE f 4 
ca vr * f oo * . wv 
ee f £OJSIIe.oOd wit 
, SE SIH, 5 
mA ” nia + rie Kate “Rn SA 
“co it I Soe it & LAS 
’ ; Pent eyed) em ei een, 
re aes Sane, - ‘ get he : : - 
L O02 An iweth BE tade .fointes. ym mes 
7 - re De a ea eeere ho Nee * 0 y 
a I ao : te ct ive tho a 
“eh ? * 
«Ji ob Od soBto ens Jon ef 


TPAD. ft 48 


. » a iS - 


2943 MeTague 


to be established by the common law, or by statute, 
had they not? 

A Oh, yes. 

Q You have to distinguish between right and 
wrong, either by statute or by common law? 

A That is right. 

() And the dealing in securities is ypew 
yet, and we should recognize the fact that there 
can be crimes committed in dealing in securities, 
and we ought to give consideration to other juris- 
dictions, which may have pretty strong opinions on 
matters of that kind. 

A Not so new. As a matter of fact, the London 
Stock Exchange which came originally from the sales 
which used to take place on Change Alley, were done 
in the 13th Century. 

Q You are not going to compare stock dealg: 
in Great Britain with what is going on in Canada and 
the United States to-day? 

A There are certain definite principles in+ 
volved. Asa matter of fact, the British Companies 
Act is not so different in its prospectus requirements 
from our own Securities Act nere. It is founded on 


very much the same principle. 
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Granted the precedent for some of our pro- 
visions was obtained from the British administration. 

However, if you are asking me, do I take 
objection to the creation to nev. crimes? [f that is 
the question, the answer is, "Empnatically, no.” ‘hat 
I am suggesting to you is this, that that is a matter 
singularly and peculiarly within the jurisdiction of 


the Dominion Government. 


BY THE CHAIRMAN: 


y 


Q. Is not the first consideration this; that 
any extradition treaty should only extend to clearly- 


defined crimes which are common to both jurisdictions? 


A I think so. 

Q There must be a clear definition? 

A Yes. 

Q ' And it must be equally recognized in both 
countries? 

A Yes. 

Q And the objection to the treaty which was 


signed but not ratified a few years ago was that it 
went much further than that? 
A That's right. 


Q And it included many offences in various 
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American jurisdictions which might not by the greatest . 
stretch of the imagination, even be offences under any 
statute in the Dominion of Canada? 

A Yes. Just as an example, I think that treaty 


provided: for extradition in the case of bankruptcy. 


BY MR. JOLLIFFE: 


Y lis that: 207 


A I think so. 


oR. GRUMMETT: There can be fraud in bank- 


ruptcy, too. 


THE CHAIRMAN: But not necessarily. If there 
3s fraud, it is fraud, and fraud is clearly defined 
by the Criminal Code. If the Criminal Code should 
be amended to include certain types of offences whick. 
are not now described as "fraud", to make them 
"fraud", the Federal Parliament has power to do 
that, but to say that because a man goes into bank- 


ruptcy there is some fraud, is rather extreme. 


MR. GRUMMETT: They may have been discussing 
some offences of fraud in bankruptcy proceedings, or 


something leading up to them. 
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THE WITNZSS: Here is it: 


"Crimes and offences against the bankruptcy 
laws. Crimes md offences against the laws 
for the prevention of loss concerning the 


purchase and sale of securities." 


That means, in my humble way of looking at it, 
anything that is contained in the law in either 


country -- 


THE CHATRi.AN: an offence mignt be a matter 
highly technical,but a trivial matter, 
THE WITNESS: That is right. 


MR. JOLLIFFE: I think one of the most 
serious objections to it was that class of offences 


are hardly ascertainable, 


TH. CHAIRAN: But they might change? 


THE WITNESS: You would need the facilities 
of a whole faculty of law at a university to find 


out what the offences were. 


THE CHaATRisAN: But the offences might change 


from year to year in various jurisdictions, and no 
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man would know where he stood, or have any way of 


finding out where he stood. 
BY MR. JOLLIFFE: 


Q Mr. kecTague, I wonder if you would agree 
with the way it was put by wr. Justice Hawson in the 


Lamar case -- 


A I would not likely agree, 
VR. GRUMuETT: Was that case upheld on 


appeal? 
BY MR. JOLLIFFE: 


Q Yes, this does not relate merely to the Lamar 
case. This is an explanation of the essential 


requirements, and he says: 


"It is necessary to entitle the demanding 

country for extradition of an accused, to 

establish by evidence: 

(1) that the alleged crime is a crime 
within the United States of America, 
and 


(2) is a crime within the Extradition Act." 


-~-The Canadian Extradition Act. 
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"(3) within the Bxtradition Treaty. 
(4) that there is such evidence of 
criminality before the learned judge 
as if the crime had been committed in 
Canada would, according to the Canadian 
law, have justified the committal of 


the accused for trial." 


And then he cites four cases as authorities, 
Those four propositions seem to be correct 
and indisputable, do the not? 

A I would say that, generally. I do not know 
about number 4, that it has to be of a kind or 
character which would warrant a committal for trial 
over here. 

Of course, the procedure naturally would be 
in Ontario, and I think it usually comes before a 
county court judge, and you have a case where extra- 
dition is resisted very strongly, and you have to 
prove your case, I think I would perhaps accept 
those four propositions as basic. 

Q Yes, but if the Extradition Act was amended 
- and the Extradition Treaty was amended, those four 


propositions would still stand, possibly with the 
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qualification you have just stated. 


A Yes, and I would be inclined, too, to think, 


, 
Mr. Jolliffe that at this stage there would be 
nothing new about it. It might involve some amend- 
ments to the Criminal Code, too, on lir. Grummett's 
proposition, 

Q Possibly so, and the next point is this; 
that apart from the question of fraud, is it not 
correct that the laws of the United States respecting 
securities and the laws of eight Canadian provinces 
-- nine perhaps -- with respect to securities, have 
this in common, that they require the registration of 
securities before their sale to the public? 

A Well, now, that is a pretty broad proposition 
to sbie me to admit. That does not appear in the 
State of Maine, for instance -- that is a question 
of licensing -- 

Q I referred to the laws of the United States, 

A What laws are you referring to? Are you 


referring to the S.E.0C.? 


Q That is one of the laws of the United States? 
A Yes. 
Q I appreciate that the requirements of the 


various states are different, that there is great 
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variation, | ‘ 
A Yes. 
Q In some it is a mere formality to get regis- 
tration? 
A Yes. Ithink, further, in the Canadian 


provinces they are pretty much based on the Ontario 
Statute of 1937, except that in the province of 
Quebec, there have been quite a number of new and 
different Po reitun whercdieed by way of amendment 
in one way or another, 

Q The point is this; generally speaking, -- 
although you may feel it is too general -- securities 
cannot be offered to the public, primary distributions 
at any rate -- in either the United States or Canada, 
without some form of clearance from aq. Securities 
Commission of some kind? 

A I think that is basically true. I think 
there are exceptions, Mir, Jolliffe. Some of the 
statutes do not require that. 

We have had, exceptions, for instance, like 
this, 

We have had securities which have been quali- 
fied, as they say -- it is rather a loose word; we 


say, “Accepted for filing" -- which have been qualified 
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by the S.E.C., and when I was at the Commissioh, we 
have given qualification almost automatically, I 
mean, after examining their documents, and so on. 
This conforms in principle pretty much with ours, 
The philosophy is,"full, plain and true disclosure", 
We have done that, and those securities have been 
stopped; they are not permitted to be traded in, 

in iichigan and Ohio. 

The case, if you want to make reference to 
it, is the Kaiser-Fraser in Michigan and Ohio -- I 
am quite sure both of them -- where the Commissions 
in Michigan and Ohio simply said, "We will not 
accept them", so that what you Sagi it think, pretty 
well recognized in most of the states, 

I do not think the New York Act, as I recall 
it, requires qualification of issues. It is primarily 
a fraud act. I do not tiaink Delaware does; Ido 
not think laine does. 

I mean to say, there are exceptions. 


Q I know the requirements differ considerably. 


A Yes. 
Q But the point is this; there is the common 


principle in both countries, namely, that the 


ynxreosbtricotod. offering of securities is no longer 
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permitted, 

A Well, now, let us get down to cases, before 
you ask me for a broad, general.admission along 
that line. 

QQ I do not see how there can be any question 
about it, i:r. licTague,. Iwill put it ina different 
way if you like it better -- 

A I would like to put it this way, from the 
point of view of Ontario. \hat power has Ontario 
to forbid trading insecurities of an inter- 
provincial or international kind? That is the root 
of the matter. 

Q That is another question, and I think 
perhaps a very important one, but it does not solve 
this guestion which can be put perhaps in a negative 
way. ‘le do not have here a species of offences 
which is known in one country, but unknown in the 
other? It is not that kind of an offence. 

A That depends on what you mean by "offence", 
You can use the word "offence" with respect to 
the penalty provisions in a provincial statute, 
which has no relation to the trouble with extradition 
about which you are asking; or anything of that kind, 


If vou are talking generally about the 
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principle of comity of nations, that you should do the 
best you can, I will agree most wholeheartedly with 
you, 

Q We do not have a situatiogn in which the 
United States of America requires the filing of 
registration of securities issues while in Canada 
that requirement is unknown. It is not that sort 

of a situation. 

A Certainly it is notf(inknown. I will agree 
with that. But you cannot pout the two propositions 
together. If you are talking about the Federal 
Act in the United States -- the S.E.C. -- and 
relating it to Ontario, which is a Frovincial statute, 
there is no basis for drawing any inference in respect 
to that. It cannot be done. 

Q All we get to, Ir. iKeTague, is that in this 
country some matters nave been held to be within 
the provincial jurisdiction, and in the United States 

j 
they may be arranged slightly differently; they may 


be in the Federal jurisdiction, as well, and vice 


versa, 
A Yes, that is true. 
Q After you get through with your allegations 


of constitutional powers, you still have the situation 
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that some things are the subject/natter of legislation 
in one country, but not in the other, and there are 
other matters which are the subject of legislation 

in both countries, and securities matters happens 


to be the subject of legislation in both countries, 
BY THE CHAIRMAN: 


Q Yes, different types of legislation. 


A That is a principle of international law. 
BY MR. JOLLIFFE: 


@ Iam not stating any principle of 
international law, but I am trying to get your 
comment, and it is a fact that there is securities 
legislation in both countries that is not unique 
to Canada or unique to the United States. 

A I will answer that question this way; 
generally speaking, that is right. But the statutes 
of the kind the S.E.C. follows, and related statutes, 
are unique to the United States. ‘e have nothing to 
compare with them in Canada. 

Q Mir, Lennox made the statement that in principle 
the U.S.Act is the same as our Act? 


A I have no doubt about that, but the one is 
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federal and the other is provincial, and when you 
get into the field of crime, or of what is right or 
wrong, it is exclusively within the jurisdiction of 
the Dominion Government. 

Q And the Privy Council has held that a 
Federal Act is ultra vires in tne province? 

A Yes. 

—_ Leaving the legislation, tir. l:cTague, 
whether it is passed by federal authority or 
provincial authority, or state legislation, it is 
still legislation. 


A I do not dispute that. 
BY TH CHAIRMAN: 


W The provincial Securities Act does not 
in any sense endanger the scope of the definition 
or crime’ 

A No. 

Q "Crime? and "fraud" regarded as crime, are 
entirely federal matters? 

A Yes. 

Q And can only be dealt with by the Federal 
Parliament, and any offences which may be imposed 


under provincial statutes are not “crimes"; they 
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are offences against some provincial statute. 


WR. JOLLIFFE: That is perfectly correct. 
That is why I prefaced my remarks by saying that 
quite apart from the question of fraud -- fraud, 
entirely aside -- we have something in common in 
our jurisdiction in this province, and that is both 
Canada and the United States have undertaken to 


legislate with respect to securities. 


THE CHAIRMAN: I imagine that is true. 


MiR. JOLLIFFE: And they have both undertaken 
to restrict the sale of securities without some form 
of filing cr registration with ea Government agency? 
That is common to both countries? 

A It is partly common, I! do not agree that it 
is entirely common. 

Q I have not drawn any inference. I think 
I gather, mr. McTague, that you think Il perhaps-- 


A Well, I am a little bit suspicious of you. 


TH CHALRi.AN:Do you think we should adjourn 


for five minutes at this point? 


WR, GRUM:ETT: To relieve the suspicion. 
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‘THE CHAIRMAN: To let the suspicion cool off, 


yes. 

---\Jhereupon a short recess was had. 

---Upon resuming. 
THE CHAIRMAN: Gentlemen, shall we proceed? 
BY MR. JOLLIFFE: 


Q Mr, licTague, on the fourth proposition 
by Mr. Justice Howson, of the essential requirements 
before a judge sitting in an extradition case, I 
think this proposition is supported by the Extradition 
Act itself, 
A That may be. 


Q It says, in Section 13: 


"The fugitive shall be brought before a 
judge who shall, subject to the provisions 
of this Act, hear the case in the same 
manner as nearly as may be as if the 
fugitive was brought before a Justice of 
the Peace charged with an indictable 


offence committed in Canada." 


And I think there is another section which refers to 
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that point. The idea of the thing, is that he is 
ear supposed to be committed unless there is evidence 
sufficient to have him committed at a preliminary 
hearing. 

A Yes, I think it is a prima facie case which 


has to be made out, to accomplish that. 


Q There is the additional safeguard, that he 
has the right -- and must be informed that he has the 
right -- to make a habeas corpus application within 


fifteen days, to a judge, which would be a High Court 
Judge. 

I might say -- and perhaps you will agree, 
and perhaps you will not -- that these extradition 
issues seem to me to have been beclouded by extremist 
propaganda on both sides, 

In my opinion, for what it is worth, the 
Peeticns asked for too much in 1942, and it seems to 
me that the propaganda in this country has been quite 
misleading. The impression has been given that some 
American officers could whisk a man out of the country 
at night, and all that sort of nonsense. 

As a matter of fact, there are all kinds of 
safeguards for the fugitive whose extradition is 


sought. They have been set out with great particu- 
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larity in tie koe. 

A Yes. As a matter of fact, ar, Jolliffe, 
there are more safeguards in connection with opera- 
tions in respect toe xtradition than there are in 
some of the procedures followed right now in the 
United States,/ which have been followed for a long 


time. 


wR. GRUM.2TT: and the same with our own 
courts. 

THE WITNESS: I am talking about something 
different. JI am talking about law, not the courts. 


They have the process there of secret indictsent, 
BY MR. JOLLIFFE: 


Q@ Before a Grand Jury? 

A Yes, which means there is no charge laid 
against a ian; he knows nothing about it; you go in 
with a fileand get a secret indictment, and it is 
kept secret. And when he goes across the line, as 
faras we are concerned on this side, he is just 
picked up. liaybe that is one of the reasons why some 
of the particulars we have asked for have not been 


furnished, either to the Commission or to the 





re 





ae 
































p 
r 
’ 
‘ 
} Me 
7 
J ts a 
wary | 
ee” Ba " 
\ 
-, ‘ 
, 1) 
‘ 
3 
t 
27 5 
' ~ 
Ai 






























































7 
- 
=< 
re 
A * 
es 
i mt eS. 
, mt 
Jon Sy’ Tir ve 225 
‘ * =e 
) . * he ay - . ‘ 
: ’ o Ras © we SP 
ate : 
rare 1 farr sz 4% 
th TAP Rid ede Ad i 7 awe 
. } sty ; ae | ‘ , on ‘fr 
BF eet Abidad y w Ss ‘ A # b 
fen 
MS. 1 . Tels bola: fio 7 Ss Tare 
- Se 9 sus 
‘ P od ; rate @ - , 
{ 4 ao YF iin { gh A RON / we See 
; e 
‘, 4 
et 
to . 
> 
j oT ; , 
J vs Wd F , 
i 
sw 4 
. he 
» A / 9 . om LAT ee 
H J ak © et Leet ME ! 
en 2 
) : ~< ae + 
hid } eas A > of. 
ere “ ; Ole rhe wy we ey 
A wd v4 : ) / e. y 
1 7 i 
i 4 Se ' i. 
. * : 
” oe | re” . _* ¢ a4 
oil's DELS iu O20 
Cal 7 Hy 
« my « , 
rs pay <%, . ZAM! : i”, + } 
<i te . , . A %é + 
is tN Ohta roles : 
a t ; 
- 4 rr ven : . 24 
; nA Asia rs xf sae 4 
tie : cle 
ey as pon Ew eens 
j big nitel ‘ere = POA p ‘ 
dL bee h Se bw ) yore jibe Be h Es | 
é 5 5 
> ere Ho ‘ eS 
a! aT fi ae kote eA CT 7, : oe 
on Mm ie ‘ ; 
tad i-_® 
Fs 
BS4i0 » RESTS 9 
® 2 bs ey 
Bre: > 4 t 
> see 
2) fon a a 
‘i Say 32 et oy 
> WV iol 
eee ae ve Bs a 
hr ores 3 
. . ~ s 
~~ \ aoe fae a. 
24MM! ety OF Teas se 


,ets Lr 


. ay awe 





? 








2960 vicTague 


Broker-Dealers' Association. 


Q I think that is one of the reasons. 
A I think so. 
Q That procedure of secret indictment always 


struck me as being an odd one, although it may not be 
different in principle than the issuing of a warrant 
for the arrest of a suspected criminal. 

A They not only have the secret indictment, 
but they nave the written indictiuent, the saie as 
wéhave, and the same as the lIinglish have. 

Q I do not suppose tnat the Broker-Dealers' 
Association at the moment is prepared to take any 
position on the new draft treaty which they probably 


have not seen? 


A No. 
Q You would want to wait until you saw it? 
A Oh, yes, and it would be a matter then to 


make some decision as to whether, as an Association, 
we might make a representation at Uttawa, or whether 
we inight not. It would depend on what it was, lI 
suppose. 

Q In your discussions with the 5.i4.C., did 
they at any time, draw attention to the Lamar case, 


as an example of their inability to extradite 
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offenders they wanted to extradite. 

A No, there was never any discussion, that I 
recall, about the procedural side, 

Q In fir. i.cEntire's letter to this Committee, 
he referred to the Lamar case in the sense that it 
was a test case, and it demonstrated the impractica- 


bility of extraditing fugitives in cases of actual 


fraud? 
A Yes. 
Q I do not know whether you have read the 


judgment of that case, but it was on a number of 
different grounds, like the judgment of so many 
judges. 

A I do not recall it. I may have read it, 


but I do not remember it. How old is that case, 


tir. Jolliffe? \ 
Q 1940, I think. 
A Well, that is before my time. 


MR. GRUMMETT: February 19th, 1940. 


THE \WITNLoS: I had extradition proceedings 
when I practiced in “indsor on different occasions , 
but I did not know of the Lamar case until you 


mentioned it. 
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BY t.R. JOLLIFFE: 


@ Have you any comment to maize on the 
other argument put forward by the 5.L.C., and in 
particular by its Assistant General Counsel, ir. 
Krohl, to the effect that there may be fraud in 
connection with securities which does not amount to 
fraud under the Uxtradition Act? The same argument 
is repeated in wr. McEntire's letter, which you may 
not have seen. 

A Well, I rather think, mr. Jolliffe, it is 
a very loose expression, After all, fraud of the 
kind that would result in a conviction is pretty 
definitely defined in the Code. 

Comion law fraud for recovery ina civil 


action has been well defined. 


People have a rather loose way of talking 
about fraud, but I suppose that it all depends on 
the point of view of, "What is fraud?", and what 
is. fraud to ur. Krohl in relation to the Securities 
Exchange Act might be a very difforont thing for 
me. ‘e may not think in the same terms. 

if you want the proof of that, you cannot 
find the word "fraud" used in the Securities Act of 


1947. It was in the 1937 act, but the word "fraud" 
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covers so much -- 

Q Let us assume thet ir. Krohl's understanding 
of the word may be quite different from ours in this 
country, but perhaps you may not be aware of that, 
perhaps you have not seen the letter? 

A No. 

Q lir.lickntire's letter emphasizes that the 
5.£.C. has changed its position,and he makes his 
position very clear. Iam glad it is on the record 
now, and I do not see how the 5.E£.C. can back away 
from it. 

A You mean they have changed their position 
in respect to/ xt radition Troaty? 

Q Yes. That is most specific. I do not 
think it could be explained away at some future date. 


He says this, at Page 10 of his letter: 


"Because of the public need for quick action, 
and since we are convinced that only those 
interested in perpetrating fraud will 
knowingly violate the registration laws of 

a friendly nation, we have revised our extra- 
dition proposals. \'e now urge that the 
treaty be amended so as to permit rendition 


in cases where fraud within the definitions 
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found in the Canadian Criminal Code, which 
we think most adequately cover the conduct 
engaged in by securities swindlers, is 
charged, 
Your Criminal Code has, indeed, kept 
pace with modern developments in fraud 


techniques, as has ours, and to-day our 


two countries have laws which are similar 


in the details of fraud coverage." 


What he is saying there is, that their proposal now 
is, to allow extradition in cases where the offence 
charged comes within the definition found in our Code. 


That is pretty definite. 


THE CHAIRMAN: I do not think any question 
has been raised about that. lve were consulted in 
connection with the proposed extradition treaty, 
and I have already stated here that the advice they 
asked us to give them was that any treaty should cover 
fraud by the Criminal Code, be clearly defined, so 
that every citizen would know exactly what he was up 
against. He did not see any objection to that, if the 
Federal Parliament thought well of it. 


From the point of view of securities adminis- 
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tration, ir. Lennox thought it might be helpful. 
BY MR. JOLLIFFE: 


Q ‘What is your view of that proposal, wr. 
licTague? 

A I will speak personally and ex cathedra now, 
and I have a withess here, as far as that is con- 
cerned. 

In October, 1949, I told the 5.H.C. in full 
session when we appeared before them, in answer to a 
question, that they might as well forget ever trying 
to get extradition over here except on souwething like 
the basis to which you refer. I think kr. Wismer will 
remember that. 

Q Apparently now they have taken your advice. 

A We had quite some fight about it before that. 
The inan who was the Chief advocate of extradition, as 
it came up in 1942, was iir. Kashin, who is now dead. 

He was very determined he would not release 
any of the proposals he had there, and they used to 
have battles about it. 

Of course, you know when you are talking 
about the 5.E.C., you must have in mind that it is 


a tremendous organization; thereare about eight 
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thousand oceople in thes thsCky when you take in 
their regional offices across the S%tates,and it is 
sometimes a little difficult, and it takes things a 
long time to incubate, and it takes a long time to 
from 

get results / initiation, and so forth. 

Q Perhaps it is not fair to ask for your view 
off-hand on things which you may have just heard for 
the first time, but you know the Committee has a 


former judge of the Supreme Court before it, and it 


is a golden opportunity -- 


A To get back at me, eh? 
Q No, to get some valuable legal opinions free 
gratis. 


THE CHATRwAN: As a witness? 
iuR. JOLLIFFE: As a witness. 
THE CHAIRMAN: Under oath? 
UR. JOLLIFFE: Yes. 


MR. JANES: That sort of puts him "on a spot", 
It has always been the other way around before, there 
was somebody on oath before him. 


I think his opinion as to anything we could 


Cc 
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recommend to strengthen the hands of the Securities 
Commission, and to assist them in the operation of 


the Act, would be very valuable to us. 


THE WITNESS: I was quite interested yesterday 
in some of ur. Jolliffe's questions with respect to 
these "fronts" or "backs", and how you were going 
to get at them, and so on. 

At the outset, I have to confess that I did 
a lot of sweating over that, because I did appreciate 
that it was desirable, if there was away of doing it, 
in a clear-cut manner, to bring some of these people 
who are on the fringe, or back of these difficulties, 
within disciplinary action, or right of prosecution, 
or something of that kind by the Securities Commis- 
sion. 

I worked a long time, and I have found the 
big difficulty was totry and get a definition which 
covered precisely the type of individual you were 
after, without, at the same time getting veople who 
were engaged ina legitimate way into difficulty, 
in almost any kind of adefinition you tried to 
devise. 


I might mention this to you; this word 
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"front" or “some of the fronts for somebody else", 
perhaps requires a little bit of precision in the 
thinking, and I would say you have really got to come 
to the conclusion that somebody other than the regis- 
trant is dominating the business. 

There are cases --and it is an ordinary 
transaction -- for people to loan money to brokerage 
houses. It is not unusual on the Exchange, and so 
on. But, at the same time, in that type of trans- 
action, you would never dream of calling the man 
wio had the registration a "front", He is nota 
"front", because he borrows money from somebody, and 
there are a lot of things in the way of legitimate 
business he can do. 

Now, you point out the extraordinary situations 
which are pretty good evidence of the fact that soma- 
pody in the background is dominating the holder of the 
registration. ‘ve have had that. lir. Lennox has had 
to deal with it two or three times, and it has been 
dealt with, before, in my time. 

tL remember I took away the registration of 
Mir. DePalma who has been referred to here, and whom 
I believe was once in the hands of the §.4.C. ata 


later date, and I never saw such a storm of indignant 


Bist Dit ; BOCS 


tie st yg Bie. nhs tae 8 eat eR) ) ie on te at Nee a att 
Rae ta yh goed rs! CT BIA SAS te enea" xo “onaxE" 




















a uy Pian) pRPAS at Em LFrick el gu RRR Oe ane a ae ees ee | ia u 
HERS AGA | L9G AE Cs i PRG SES rs L & Sote ypo't (8qs Brits ee 
LL og Ssakh F 25 : by Bees city td keel nt ie Sat of 
ESS) Sea eae dee SVEN NOV Yad Bivow DL bys aattarig 
} oid + enh he bie hye iy my; bhp 
ALAN Seas Taide tbo emoe: jade ro fheuls ont os 
pd tie st } EL wie eileas Ae bees ; ie oe , 
POG LEW Sit BOLTS mOD Of ser g 
. as nhc boa 
rine im " > Aye cay ‘ + yw i 
VCE ORS) Pee Ea a ce Bie REE? OT B ores: 
g Ae ~ 
(ote OR , WRP ETN ROK ie Ae LO OS LG wie SY 
r 
("3 Toe ee Te ee bp ben eivee) : tl ite 1s 
Hh PAPAL So ‘ BOP aT Eee Oe bse a balks ? Ate K2e5%5 Ft FS roa d a be 
~ Oh a as a a kel B e Pm ai A 
we tha tar) WES: et SSG PES PELE i) GRR. SPE PS 
gts ‘ . 
i 
iy , i 4 ~ wn we AP ey CT peek Fisnes fy ets 
Sd ¢'4) 1. A) : h ee > eg tT WN SIS et) ¥. greed os 
is Bs he 
- ’ vee: mF pn oa fee a ind fob a 
ccd ee \ PR pal ) GLIBIGSLASt Ori OnWw 
a ia rn J 42 ™F 
’ r 4 9 rel OF. OT 4) VONON. BwoYted af seusosed : aaRO 2 9 tka I hd 
Wy ais Eee 
ae ake. r * f vp tes ¢ ort t >» r r c 
} eh ee : i f J i cee £U-t SO) EO ES SATE 
ww fs, mommy PS Me ee Pepa eet 
wo TBO: Bh gh SELeig 
y 
Lek ae ee ema TO } AS iS 2 oo Oy Wow 
\ a TL + f 
‘ s apse “a He on © - ' Oe ae hog ye at al e . Pe oe a ee pan oban Se ml 
i pe eig J wk Owe haved LQ SOs) De wot. ‘ Ve wee 1é¢ DOYS £4 siw 
Oe ate iy Oi eet 
' : £6. 1) nye { ig sg fe a re ' ce i bev oa ad 
Le See | eer Pee a SM Ge) RO SE a ee | Oe WHOG 
‘ : , i ‘ & ey et whe ey DI , i rye , vrs & 
PAS. idsad i LA we? eh « Abi ds 4 vA wh wan EN : Pn w LOL wo £5 Wet ae 8 
‘J - my) bth ow’ 
* : . bos : 


Oe Ey a? triad fet 3 ‘ ‘ ie paste SAR pew Lilie oak ly re o Ly 4 6 
Le tha bok kB ve | Mo Ye 7 a PAY yl a he BO A ao cee “y * v3 i t uf iPigg’ re od 


aur Bet it 


APOE | MO aide ng tw diseb 


ys 


FO: MOLtge tie hai oud: ews. shot) Be CUS E 


None ONS. aie OF Dette ter teat, & an) ow 2ealeted aii 


’ 





ond TE. Agno’ a Bw pres te O 


Tiana lows te hited e @ Hoe iwes eve om mL his SO Gab yotel 








2969 . hieTague 


letters, and even telegrams, and so on, from all over 
the countries -- from the United States and Canada -- 
about the constructive work in connection with the 
development of things. Nevertheless, we were not 
impressed by that too much, 

But somebody else, I have forgotten just 
who -- maybe i.r. Duggan or wr. Cameron would remeiiber 
-- I think the name was Wright, although I may not be 
correct on thatr=- but he got a license, and it became 
quite apparent after a while that DePalma was running 
the business. Uf course, we took that registration 
away. 

There is a lot in this, gentlemen. It is 
curious the way the methods of operating in this 
business change, and how they are changed by economic 


vyariations. i:r. Lennox touched on it slightly vestcr- 


day. 

The first casesI had to deal with when I 
came into the Commission -- and that was only six 
years ago, roughly, in 1945 -- were to a large 


extent cases of where salesmen were going from 


door to door and were peddling stock, particularly 


in sections where the farmers were thought to be 


reasonably prosperous, and there were not mortgages 
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on the farms. | 

I remember up in Middlesex County, and 
also sections around Kitchener and \.aterloo and 
Guelph, and so on. That was avery objectionable 
technique at that time, That will account to you for 
the prohibition which was put into the Act which 
forbade salesmen or securities dealers calling at 
private residences, as they put it. That was the way 
we met that situation at that time. 

Well now, that has disappeared, and then I 
think the next kind of technique which followed was 
the beginning of these "send-outs;" and the use of the 
telephone. That grew. They did not go out any more, 
They did not go to the farmerS back door; they did 
not go to the retired schoolfeacher, and take her last 
dime. That era was over. 

But the next thing was the flamboyant 
literature and the use of the telephone. That changed, 
because the business itself started to develop along 
these lines, that they worked in primary distributions 
to the fullest extent they could, through the faci- 
lities of the Stock ixchange, and that is what is 
going on now, as far as that is concerned. 


The originator of the "deal", as they 
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called him, sold it to a certain point, and then it 
is put on the Stock Exchange, and the trading takes 
place, so that there is primary distribution going 
out, and optioned stock going back into the treasury, 
and so on. 

I think recently it is rather more notice- 
able, since I left the Commission. These very huge 
"send-outs", as they call them, are more noticeable 
now. 

Now, these things I am sure, in my experience, 
seem to run in cycles. ‘hen hundreds of thousands 
of pieces of mail are sant out, they cost so much 
to send out, and they cost so much to print, and so 
on, and when the returns that come back is ona 
reduced basis, so they do not get enough to take 
care of the printing, it disappears, and it has 
disappeared, and will disappear. 

You mentioned yesterday, iir. Jolliffe, 
that there was a period right now where they wore 
kind oi dried-up propositions, apeese of the 
fact that this Committee was sitting, and the fact 
baatighere hadi been recently a hue and cry in 


the United States, and so on. 
A Those are all factors. But you just 


cannot exactly estimate it at any time, 
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but as soon as it does not pay, when they cannot meet 
their costs in sending out that huge amount of stuff 

-- and it costs a lot to do that, I think, if my 
memory is right, it is sixty-two percent. -- then it 
disappears. in other words, if from the‘send-outs" 

you get two percent. in feplies, that is probably about 
what margin you can operate on. If it goes to less 
than two percent., you are sunk, and that happens right 


along. 
BY MR. JOLLIFFE: 


@ About two bhousand dollars on one hundred 
thousand dolkars? 
A That is right That is good. 


Q By "replies", that would not necessarily mean 


A Oh, no. 

Q Just enquiries? 

A they are enquiries. The "send-out" very 
frequently has a coupon attached, and it is intended 
that when the coupon is detached, and somebody 
requests information, that is the method that is 
followed, so that they are going to probably be 


relieved, under the specific wording of the Act, from 
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prosecution for telephoning. If you invite them, they 
are relieved from prosecution, and that is the way it 
is done, 

( Under Section 52? 

A I do not know of any amendments to the Act 
which are required at this time. JI would be inclined 
to perhaps put more responsibility on people who are 
registered, and, therefore, within the jurisdiction 
of the Commission, as far as disciplinary matters are 
concerned, and also within the jurisdiction of these 
various associations, because let me assure you, these 
associations do a great deal more -- not only the 
Broker-Dealers' Association -- than is realized, to 


keep this business in good shape. 
BY wk. JANES: 


@ Do you agree with ..r. Lennox, that there 
is a percentare of about 123 with whom you have 
difficulty? 

A I would not like: to be that specific, That 
would be only a guess on my part. As a matter of 
fact, if Iwere asked whan I was on the Securities 
Commission, it would even then have had to be a 


guess, it is never static, and you cannot tell. 
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You get suspicious of certain things, and 


you follow them up, and maybe you accomplish something, 


and maybe you do not, and the first thing you know, 
fire breaks out somewhere else. JI could not even 
guess at it. 

Q I was over in liichigan about two weeks ago, 
and a cousin of mine was telling me about a telephone 


call from Chicago, trying to sell him some Canadian 


securities? 

A Certainly. 

Q Would he be hooked up with these fellows 
here? 

A He might be. I know of two or three cases 
where groups in Detroit -- where the original backers 


of some mining promotion, which was coming along to 
where they were putting on quite a pressure~selling 
campaign to sell stock over in \indsor. Some clients 
of mine bought some one time, and I had trouble about 
it. 

Q I was wondering, Mir. McTague, if quite a 
number of the complaints we are getting concerning 
the Canadian stock salesmen are not originating in 
Chicago, or elsewhere in the United States, and not 


originating here at all? 
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A Oh, I would not say that. They are doing it 


over there, all right. 


BY MR. GRUMMETT: 


Q Uverybody recognizes that. 


A I would not be at all surprised if some men -- 


BY i.R,. JaNES: 


Q It is not all over there, though. 

A No, that is right. We had situations during 
my time which were quite a job, I think imr,Cameron 
prosecuted one group down in ‘indsor which had a 
place in a ‘/indsor hotel, and were operating out of 
Detroit, and, as a matter of fact, were rather doing 
it in away that placed the blame to some extent 


upon Toronto, 


BY MR. HOUCK: 


Q I asked ur. Lennox, i:r. liclTague, about 
the origination of these names on the lists, to 
whom they sent material and telephoned. How do 
they obtain the 100,000 names? 

A They just pay good money for them. There 


are institutions in the United States -- I forget 
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the name; I used to know it -- which advertize these 
Lists » 

e) Mir, Lennox referred to one in St.Louis. 

A Yes. They will furnish you with lists. 


Some of them are what they call the "sucker lists", 
that is, people who are known to have invested in 
the type of securities which is being offered. 

In other cases, they are just abstracts 
from telephone books, and so forth. I think you 
can get them here, i.r. Houck, too. Some lists are 


prepared here. 
BY WR. JANES: 


Q@ But under the 5.u.C., they have a 
certain responsibility to control these people who 
are sending these "sucker lists" out. 

A I do not think so. It would be pretty 


difficult for them to control that sort of thing. 
BY MR, JOLLIFFE: 


Q Those lists are sold, not only to brokers? 
A That is right. 
Q They are sold to other businesses which are 


engaged in what are called "direct mailing advertising"? 
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A sure, that is right, 
Q And to magazines? 
A Yes. 


BY MR. JANES: 
@ To those doing a legitimate business? 
iuR. JOLLIFFE: Yes, I would say so, 


THE ‘.\ITNESS: I think it would be very 


aitticult to control, 


luR. JOLLIFFE: There are such things as 


voters' lists from which you can get a lot of names. 


THE CHAIRiitaAN: And telephone books, but the 
return is so small, they prefer something more 


selective. 


LuR, JOLLIFFE: The voters! lists disclose 
lists of names by areas. 
A liy experience with voters' lists is that 


you get more information than votes, 


uR. JOLLIFFE: I think that is wry often 


true. 
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BY MR. JOLLIFFE: 


Q On the Act itself, Mr. icTague, you 


said you had given considerable thought to this 


matter of the "fronts", and their "backers", in 


connection with the Act? 


A Yes. 


Q You were here, I think, when ir, Lennox 


referred to Paragraph "T" of Section 1 -- 


A You mean the definition of "trading"? 


Q Yes, you remember the words: 


"(t) 'trade’ or 'trading' includes, 


(i) any solicitation for or obtaining 


(ii) 


of a subscription to, disposition 
of or trade in or option upon a 
security for valuable consideration 
whether the terms of payment be 
upon wiargin, instalment, or 
otherwise. 

any attempt to deal in, sell or 
dispose of a security or an 
interest in or option upon a 
security for valuable considera- 


tion whether the terms of payment 
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be upon inargin, instalment, or 
otherwise. 

(iii) any varticipation as a floor trader 
in any transaction in a security upon 
the floor of any stock exchange. 

(iv) any receipt by a person or company 
registered for trading in securities 
under this Act of an order to buy 
or sell a security, whether the 
order is received over the telephone 
or in person, and 

(v) any act, advertisement, conduct or 

negotiation directly or indirectly 
in furtherance of any of the fore- 


going." 


Were you the author of that? 

A No, that came out in the 1937 Act 
originally. Ido not know. It is rather an old 
Pee. 

I do not think it is very helpful, hr. 
Jolliffe, unless you can get them registered, you 
see, These people are not registered, and I do 
not know what you are going to do under the Act, 


unless for trading without registration. 
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Q) These words are not restricted to registered 


people. It says: 


"Trade or trading includes any act, advertise- 
ment, conduct or negotiation directly or 
indirectly in furtherance of any of the 


foregoing." 


Now, the "foregoing" are, any solicitation for or 
obtaining of a subscription to, disposition of or 
trade in or aption upon a security for valuable con- 
sideration, whether the terms of payment be upon 
margin, instalments or otherwise; any attempt to deal 
in, sell or dispose of a security, and so forth; any 
particpation, and so on, 

A What I am trying to put to you is this, Mr. 
Jolliffe, if somebody was registered, the Commission 
has the power to take away the registration, to take 
away his livelihood, and so on, 

That would not apply in the case of somebody 
who was back of the scenes. 

The only thing that you could do would be to 
launch a prosecution, if you felt you had definite 


enough proof, and that is a very difficult thing to 
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prove. 


BY WR. GRUMLETT: 


Q Or squeeze the "front" a little bit, 

through the Commission. 

A Oh, you can do that. That has been done 
right along. 

Q That is hurting the back end? 

A Yes. Those cases -- two of them -- which 
lir. Lennox was discussing with lir. Jolliffe yesterday 
afternoon were exact cases of that kind, and thore have 


been other cases as well, 


BY MR. JANES: 


Q What is your reaction to the suggestion 
of bonding dealers, ageiuts, and salesmen? 
A I know this from experience, because the 
bond was in vogue, in my time. The bonding companies 


do not give bonds except after avery careful investi- 


gation. — 
Q I hope so. That would be all to the good. 
A Yes. I always felt that way, Of course, 


in my time we had a substitute way which I think I 


inherited, 
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A man c@uld file a bond of five thousand 

i 
dollars, or ten thousand dollars -- whatever it was 
-- a company bond; otherwise he could put that up 
in the form of securities, and they did lodge 
securities in the amounts of five thousand dollars or 
ten thousand dollars, and that was all to the good, 
too. 

Under the Act as it was then, that bond 
had to remain a certain length of time after his 
registration was finished and the monies became 


available to the plaintiff in ¢-se a plaintiff had 


succeeded ina fraud action. 


(Page 2983 follows) 
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BY MR. JOLLIITE: 


Oy <Alcivilvaction? 


A Yes. I do not remember any of them in my 
tims. 
Q What about a fine? Would it have been 


avaiable to pay a fine? 

4A Oh no. In that sense, perhaps the bond is a 
good idea, and I understand thet a reccnt suggcstion 
in connection with it was made by the Broker-Dealers 
Association. Mr. Wismer can speak on that. 

There are a lot of houses which carry bonds 
voluntarily to cover thcir liabilities in connection 
with loss of money and defaltations, and that sort 
of thing. Yhat is not a fraud bond. As a matter of 
fact, I do not think you could find any house which 
would underwrite a bond which was going to specifically 
indemnify somebody against fraud. It would have to 
bs worded very carefully, and it would be very 
difficult, because it is just what we were discussing, 
Mr. Jolliffe; you might have.to get a university law 
school research department to ascertain the liability 


under the use of a word of that kind. 


MR. JANES: I think it might eliminate a lat 


of these lcoosse-tongued salesmen. 
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A On, it. aid. 

Q After all, we are here to protect the public, 
not the salesmen. We do not care about them. If they 
cannot sell bonds, they can dig ditches, or sonmsthing. 

A I would not put it that roughly. 


Q I have no sympathy with them at all. 


BY MR. HOUCK: 

Q. You referred, Mr. McTague, about the develop- 
ment of our natural resources. May I ask you this 
question, and put it in two parts? 

Do you think the way the Ontario Sccuritios Act 
stands at the present time has a tendency to increase 
or decrease the development of our natural resources? 

Do you think it encourages the bringing in of American 
capital? 

A I would say this, Mr. Houck; certainly many 
people who have been associated with the mining industry 
over a period of years, have the very definite viewpoint 
that any Act which tends to interfcre or restrict their 
activities in getting money, and so on, is holding 
back the development of natural resources. 

I have alweys kind of felt that we live in 
a rather different age from those in the rugged, pioneering 


days. 
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If you read the report of the Urquhart Commission, 
you will find a good many observations along that line. 
There is no doubt about this;.that where you 
have /governnent reguletions which you heve, under the 
Securities Act, you are placing a certain amount of 
restraint around the investment of capital, but my view 
is you have a duty to do that, because it is not only 
the promotion of the development of the nstural resources 
by risk capital, but also there must be certain rules. 
Roosevelt expressed it this way, at the time 
the Securities and Exchange Act was sent to Congress 
fa enactment, that "By this Act, the old simple maxim 
of ‘caveat emptor' -- the purchaser beware -- was 
abolished to a large extent so as to introduce the 
principle of making the vendors beware so that the 
vendors under that Act were obliged to make, full, plain, 
and true disclosures of their wares, and would be liable 
to losses and even punishments, if they did not". 
That was Roosevelt's way of expressing it. 
I think that is a very neat way of putting it. 
This security business has such a long history 
back of it; you do not get the tangibles; it is not 
like buying a horse that has a spavin or like buying 
a bull ane cannot perform; all you buy is the owner- 


ship in an equity and that leads to a lot of tomptations, 
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end « former Chairman of the Securities and Exchange 
Comission, later Mr. Justice Douglas of the United 
States Supreme Court, ae this way;"We might as well 
face the fact that fraud is immortal, and you can never 
abolish it, but by some means keep on trying to control 
us 


I may have digressed there a little. 


BY MR. JODLIFYE: 

Q. Are there not other ways by which investors 
can be discouraged, such as by restrictive legislation, 
and they can also be discouraged in other ways, such as 
by lessening their earnings? 

A Oh yes. 
Q Or even by publicity? That, too, can restrain 


the flow of capital. 


A That is right, certainly. 
Q Or even perhaps by war or rumours of war. 
A Yes, and very recently by rumours of peace. 


MR. GRUMAETT: That is a sound observation, 


I think. 


BY MR. JANES: 
Q. Do you think of anything we could do to 
make the salesmen as responsible -- 


A That is what you have to do. That is exactly 
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how it has got to work. The standards or ethics of 
people engaged in the business haw to be constantly 
improved. 

Now, that to a large extent, is a matter of 
education, and it is a matter of deviSing ways and 
mCans of seeing that the responsible fellow can carry 
on and the irresponsible fellow can not. I think there 
has been a vast improvement in that ficld here, particularly 
in the last three years, during Mr. Lennox! regime. 
But mind you, I think there was improvement bofore that, 


eas far as that is concerned. 


Q We should give you a little praise? 
A On this special subject you bring up, I really 
deal 


believe that people have got a erect more sense of 
responsibility than they had before, and I think they 
will continue to get it. 

Of course, you can never let dow. There is 
always the odd one who will break out. I do not know 


of anything you can do by legislation, anymore, 


BY THE CHATRMAN : 

Q. May I ask you this, Mr. McTague? You have 
been very closely associated with the Brokcr-Dealers' 
Association, and this may not be a fair question, 
because you act as Counsel for them -- 


A That is the way in the legal profession to 
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look after your old ane, by creating things, and then 
having them stick with you. That is where you get a 
better chance than a Doctor. 

Q Could you give your view as to what progress 
has been made by the Association itself in disciplining 
their own members and improving the conditions of the 
business? 

A Well, whatever I could say in that regard, Mr. 
Chairman, would only be anticipating a record which I 
think Mr. Wismer will produce to you. I do not know but 
that it sounds too impressive for a man to be praising 
his own clients, and I would rather have the record 


speak for itself, if you do not mind, in that regard. 


BY MR. GRUMMETT: 

Q. Do you think it safe to place too much 
reliance on ethics? In your opening remarks, you rather 
stressed the ethical angle; I think you over-stressed it. 

Consider, for instance, some organization -- 
such as yours and mine -- which is controlled by ethical 
conduct, and before you can become a practicing lawyer, 
it takes years of study and a lot of money, but you have 
prepared yourself for some future career. 

A That is right. 


Q But in connection with the men we are dealing 
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with, or about whom we are speaking here; they can be 


grocers today, and broker-dealers tomorrow. 


A Oh no, not any longer, Mr. Grummett. 
Q They have nothing to lose. 
A They have to pass examinations. I have watched 


two of them write examinations just lately. 


BY THE CHAIRMAN: 

Q. You have this entirely different situation. 
The broker-dealers, it is true, have an Association, 
and have their own rules of conduct, and their own 
methods of disciplining themselves but in addition to 
that, they have a Securities Commission which is 


supervising them all the time? 


A That is right. 

Q And scrutinizing their activities? 

A Yes. 

Q Which is quite different from the legal pro- 


fession or the medical profession or other professions, 


which have had long traditions of that kind. 


MR. GRUMMETT: That is what I wanted to point 
out. Anything we suggest to improve the situation I 
think should be along the line of strengthening the hand 


of the Securities Commission. 


THE CHATRMAN: In addition to that, it scems 
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to me -- subject to what Mr. Wisner may tell us -- that 
in theory, the more the business can regulate itself, 
the more healthy the business will be. 

This organization is a very new organization, 
and it generally takes some years for an organization 
or people engaged in a business of this kind, to establish 
effective regulation of their own affairs. 

But if you get to that point, where there is 
full and adequate regulations by the people in the 
business themselves, of their own activities, then most 
of these problems, with which we are faced today, will 
become more and more limited, and will disappear, that 
is, in principle. It may be theoretical but, on the 
other hand, if you leave it entirely to the governing 
authorities to do everything, including what the broker- 
dealers are trying to do for themselves, then, as Mr. 
McTague expressed it on Tuesday, you are perpetually 


in the "jungle", 
MR. JOLLIFFE: But some matters are morc 
easily regulated than others. 


THE CHAIRMAN: That is right. 


MR. JOLLIFFE: Let us take as proof, an 
example in Mr. McEntire's letter to the Committee, 


in which he makes a very interesting concession. I 
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do not want to take any sentence out of the context, 
but he says: 
"There has been some recent improvement in 
the quality of the literature mailed to the 
States, but misrepresentations in the familiar 
pattersas continue to be made, chicfly over 


the telephone", 


I think the B.D.A. can take some credit in the 
improvement in the quality of the literature, and 
probably justly so, because it is all read by the B.D.A. 
and sometimes amended or edited by the B.D.A.? 

A That is right, 

Q And that is probebly the reason for the change 
which Mr. McEntire was fair enough to note. 

A I think so, 

Q But you will notice that hc also says: 

"But misreprescntations in the familiar pattern 

continue to be made, chiefly over the tele- 


phone", 


How can you, or how can anybody regulate or 
improve the quality of what is done over the telephonc? 
A I will Hugouesie way to you, which was 
suggested to the S.u.C., but they did not do anything 


= 
' 


about it. There may be good reason. I do not know. 
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But I think you will find -- whether you nal 
a copy of the Broker-Dealers Act with the restrictions, 
ethical conduct, and ao 46n -- 
Q Yes. 
A It comes right under that, and I am satisfied 
you have a Board of Governors which has been acting 
in such a way,for a comparatively long time -- that is 
the Irish way of expressing it -- that salesmen would go 
out of business if they felt it was reasonably established. 
Q Is that not the problem? It is the ethical 
problem, let me put it, in Mr. Lennox' evidence, in the 
Norwitt case, where he said: 
"These figures demonstrate a fact well 
known to the Commission that as a matter of 
policy,high-pressure methods are used over 
the telephone outside the Province when the 
chances of detection and subsequent proof of 


fraud are remote", 


I think that confronts the B.D.A. as well as 
the Commission? 
A I think it does too, but not to the same cxtent. 
After all, these people know, they are not 
answerable, as far as that is concerned, to anybody 


in connection with their decision along that line. It 
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is the same as a decision to disbar a lawyer or doctor. 

Q I do not follow you on that. 

A I mean in the case of the B.D.A., it has 
nothing essentially to do with anything else but what 
is labeled “ethical conduct", That is all, <A man 
could be guilty of unethical conduct, under the code of 
the B.D.A. but not be guilty of freud. 

Q Oh quite, but can you conceive of a telephone 
conversation which might constitute "unethical conduct"? 

A Yes. 

Q The difficulty is in establishing it? It is 
a basic difficulty? 

A They are not bound by any particular rules, 
That is what we were trying to accomplish, to ascertain 
what was being said over the telephone, whether the 
stock was going to be on the Exchange, or what the 
conversation was, and have the person who is making 
the complaint, make an affidavit and send it to the 


Broker-Dealers! Association. 


BY THE CHATRMAN: 

Q. Surely the broker-dealers are much closer 
to the business than any Securities Commission could 
be? 

A Yes... 


Q And they surely would be able to sense in the 
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first instance what might be going on, and it would be 
within Hyeie ability to act effectively much more 
quickly than a government authority, which is looking 
in from the outside? 

A That is right. 

Q That is one of the basic considerations which 
was involved in constituting this organization? 

A That is right. 

Q Whether or not they have done it to the fullest 
extant up to date, I cannot say. We will perhaps hear 
a little more about that from Mr. Wismor. But hero 
is an organization three years of age. ‘Je will see 
whether it has made that degree of progress one would 
expect. 

MR. JOLLIFFE: We are forced to take into 
account the probabilitics. We can not escape that. 

We had the same problem in connection with 
the sale of ammunition, when discussing it with the 

where 
police. One of the probabilities if /emmunition Le 
sold freely, particularly ammunition suitable only for 
use in automatic weapons, there is a probability it 
will be used for unlewful purposes. 
We also know that many people will be less 

careful what they say on the telephone than what they 


know is going down in permanent written form. That is 
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a probability. It just cannot be avoided. 


THE CHAIRMAN: Gentlemen, it is now 12.00 


o'clock. Shall we adjourn until 2.30 on Monday? 


MR. JOLLIFFE: Yes, Monday afternoon. 


---The witness temporarily retired. 


---Whereupon at 12.00 o'clock noon, the further 
proceedings of this Committee adjourned until Monday, 
August 27th, 1951, at 2.50 of the clock, P.M. 
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